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ABSTRACT 
The reason for the existence of any company is to make a profit, which means increasing 
turnover and keeping costs as low as possible. Optimisation of the Value Chain and 
Procurement were identified as the two largest contributors when one needs to improve the 
bottom line of any company.  
The purpose of this research was to develop an integrated Value Chain and Procurement 
cost reduction methodology and system specifications for a software solution which 
captures, tracks and accurately reports the impact of the improvement initiatives.  
The main research question was structured as follows: 
What should the specifications of a software solution be that will integrate the cost reduction 
processes of the Value Chain and of Procurement, in a manner that will ensure maximum 
sustainable bottom-line savings for companies in the manufacturing or service industries? 
 
The objective was to define the key phases in the Value Chain and Procurement cost 
reduction process and to determine how and where they integrate.  
It is important to note that according the literature review and the survey, both the Value 
Chain and Procurement cost reduction processes consist of seven phases. The phases of 
the Value Chain cost reduction process were: 
• Phase 1: Budget/ABC costing and data analysis 
• Phase 2: Generate ideas 
• Phase 3: Evaluate and approve ideas 
• Phase 4: Implementation planning and  approval 
• Phase 5: Development of project (idea) specific KPI's 
• Phase 6: Implementation of ideas 
• Phase 7: Track and report savings 
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The phases of the Procurement (Strategic Sourcing) cost reduction process were: 
• Phase 1: Team selection/data collection/spend analysis/work plan development 
• Phase 2: Access requirements/internal and external analysis 
• Phase 3: Develop strategy/shape value proposition 
• Phase 4: Screen suppliers, issue RFI/P/Q, implementation planning 
• Phase 5: Conduct commercial event/negotiate/finalise contract 
• Phase 6: Implement contract 
• Phase 7: Contract management/track and reporting 
 
The above two cost reduction processes integrate at each phase of the respective 
processes and should thus be implemented at the same time due to their 
interdependencies.    
Based on the findings of the research it was clear that an integrated Value Chain and 
Procurement cost reduction process alone is not going to solve the cost reduction problems 
of companies. It is essential for the successful implementation of the integrated cost 
reduction process to develop skills and knowledgeable resources to implement the 
integrated cost reduction process, improve collaboration between the Value Chain and 
Procurement, and to implement a system to track and report performance during 
implementation. Further research should include how to adapt the current company 
processes, structures, procedures and systems in order to gain maximum benefit from the 
implementation of an integrated cost reduction process. 
The integrated Value Chain and Procurement cost reduction process, supported by a 
software system, should improve the success of cost reduction projects in companies. It is, 
however, important to note that the application of the methodology will vary between 
industries and that service-related industries might put more emphasis on Procurement cost 
reduction, while the manufacturing industries might place a bigger emphasis on cost 
reduction in operations. In conclusion, irrespective of the industries, it is evident that this 
methodology will enhance the cost reduction results previously obtained from similar efforts.    
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1.1 INTRODUCTION 
Cost has been defined as “An amount that has to be paid or given up in order to get 
something. In business, cost is usually a monetary valuation of effort, material, resources, 
time and utilities consumed, risks incurred, and opportunity forgone in production and 
delivery of a good or service” (Vijah, 2011). The reason for the existence of any company is 
to make a profit, which means they have to increase their turnover and keep their costs as 
low as possible. In order to stay competitive, companies need to be able to sell their 
products and/or services at a lower or equal price as their opposition if they have no other 
strategic advantage.    
In these modern times businesses find it increasingly difficult to stay competitive and are 
struggling to maintain healthy bottom line profits. Customers have increasing numbers of 
products to choose from and more channels through which they can satisfy their needs 
(Botha, 2010). To stay competitive, companies have to absorb slight cost reductions 
constantly and they tend to manage this by making minor adjustments in operations 
(Hollander & Smith, 2002). However during challenging economic times, the declining 
demand for products and services, as well as increased costs of raw material, fuel, 
production, and human resources, adversely affects profit margins. According to Stout 
(2007), companies need to select the right strategies to survive.  
Roubal (2009) supported Stout’s (2007) opinion, stating that during a period of worldwide 
economic crisis, cost reduction in companies is more important than ever as customers cut 
costs in every area. Industrial companies have to focus on customer requirements and 
satisfaction by offering products and services at the price customers expect. Companies 
which opt for focused cost reduction strategies survive, while those without focused cost 
reduction strategies perish (Roubal, 2009).  
According to Evans (2005), most corporate companies have the ability to impact 50 to 70% 
of their corporation's total cost structure. He further argued that when it comes to saving 
from Strategic Sourcing, Outsourcing or Value Chain improvement initiatives, "perception" 
is not enough. Businesses have struggled for years with quantifying savings and creating 
tangible corporate financial results.  
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This is particularly evident in Value Chain improvement initiatives. In the Value Chain, 
Procurement or Logistics departments do not typically have direct control over the budgets 
that are impacted by the improvements, although they do have a huge influence on them.  
A compelling reason needs to exist for change to be sustainable.  This can include the need 
for increased profits, for improved competitive standing, to preserve company resources, to 
reduce waste or to improve productivity. These needs can be achieved by utilising different 
cost reduction approaches.  These approaches include formulating strategies to eradicate 
non-core expenses and to reduce expenses that are core to the business in the most 
appropriate way (Tompskins, 2008). 
To achieve this, various activities such as Total Productive Maintenance (TPM), Total 
Quality Management (TQM), Industrial Engineering (IE) and Just-in-Time (JIT) are often 
carried out. However, many companies recognise that these activities do not necessarily 
guarantee cost reduction even if they have been implemented successfully. In the worst 
case, manufacturing costs rise with the introduction of such activities (Kubo, 2002). 
There is consensus amongst various authors that the answer lies in Value Chain 
optimisation with functional integration, which presents significantly better opportunities for 
improving profit margins and reducing costs (Maraghy, 2008). It highlights the fact that it 
encompasses functional integration as well as integration of tactical and operational 
decisions. 
The functional integration aspects involve purchasing, manufacturing, and logistics within 
the company and across the Value Chain. It also drives coordination of processes and 
activities with and across marketing, sales, product design, finance, and information 
technology.  Value Chain optimisation initiatives constitute a new need for companies to 
visibly track the value of the cost reduction attained. 
This functional integration allows companies to optimise the entire Value Chain and not only 
certain elements, which is currently the case in many cost reduction exercises. According to 
Tompskins (2008), there are many firms that reduce the cost of certain Value Chain 
elements yet fail to increase the profitability of the company.  
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Consider these real-world examples: 
a. “A company eliminates all overtime in its distribution centres, and the result is a loss 
of customers; 
b. A company shifts production to an offshore location to reduce purchase price, but the 
result is an increase in the Total Delivered Cost; 
c. A company sources a product line to reduce Total Delivered Cost, but does not 
consider sourcing clusters, and thus its costs are higher than its competitors' costs; 
and 
d. A company fails to include the margin from lost sales in its Value Chain cost model, 
and therefore, makes bad buying decisions”. 
These are just a few scenarios of how companies can miss opportunities to increase 
profitability by not making "intelligent" cost reduction decisions, thus the need for an 
intelligent integrated Value Chain cost reduction methodology which enables companies to 
(Al-Mashari, 1999): 
a. increase profits by improving their quality and throughput and reducing costs; 
b. realise auditable savings that impact the bottom line;  
c. drive down the total cost by integrating the total Value Chain and Procurement; and 
d. intelligently implement, track, and report the performance improvement of the cost 
reduction processes within the whole company.  
It is clear that the competitive landscape of the future will force companies to rethink their 
cost reduction approach in order to survive. As they cannot repeat their old habits and 
expect different results, they therefore need a cost reduction methodology that will integrate 
their cost reduction efforts across the total company to maintain healthy profits in a 
competitive market. 
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1.2 REVIEW OF RELATED LITERATURE 
 Cost reduction in the Value Chain  1.2.1
 
It is well known that various definitions exist for the term ‘Value Chain’ (Mohammed, 2007; 
Climberakis, 2011). Vijah (2011) defined ‘Value Chain’ as interlinked value-adding activities 
that convert inputs into outputs which, in turn, add to the bottom line and help 
create competitive advantage. 
A Value Chain typically consists of inbound logistics, manufacturing operations, outbound 
logistics, marketing and sales, and after-sales service. These activities are supported by  
Procurement, research and development, human resource development, and corporate 
infrastructure (Vijah, 2011). 
 
 
 
 
 
Figure 1: The Value Chain, adapted from Vijah (2011) 
 
In the definition of the Value Chain as illustrated in above Figure 1, Procurement is not 
defined as an activity in the Value Chain, but is merely a supporting function.  
Optimisation of the Value Chain was and still is a favourite cost reduction approach 
amongst companies when cost pressures increase. One of the strategic roles of the Value 
Chain is to improve corporate financial performance (Evans, 2005). Data (2009) supported 
Evans’ (2005) opinion by stating that over the past decade, companies realised huge 
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savings by integrating their Value Chain. According to Chen (2008), the complexity of the 
integrated business processes must be acknowledged. These processes vary in terms of 
level (strategic, operational) and scope (activities involved in a process). Due to the 
complexity of the integrated Value Chain, companies tend to use cost optimisation tools 
and techniques that focus on a specific area or function in the Value Chain. There are also 
so many different tools and techniques to select from that they start to use these in 
combination in order to reap the best of both worlds (Kumar, 2006). Bendell (2005) agreed, 
arguing that choosing and using the right cost savings technique is a challenge for most 
organisations. 
When taking a holistic view on the Value Chain, one will find a vast list of savings 
opportunities that exist in every portion of the Value Chain, all of which need to be 
integrated and understood by the organisation. It is important to understand that it might be 
necessary to increase costs in one area in order to increase efficiency in others, which in 
turn will lead to a positive net impact on the budget.  
Al-Mashari et al. (1999) were of the opinion that the implementation of a unified 
performance improvement strategy, which includes improvement techniques such TQM, 
BPR, Lean and Six Sigma, will lead to superior performance. However success depends on 
the ability to manage the implementation of a complex performance improvement strategy. 
This necessitates organisational change across all areas of the Value Chain such as culture 
changes, management systems, company structure and strong leadership.  
This illustrates the need for a cost reduction methodology and intelligent tracking solution 
which integrates the entire Value Chain to create an optimal solution for the above 
challenges.   
 Cost reduction in Procurement 1.2.2
Senior executives in organisations have realised that on average, 50% or more of an 
organisation’s operating budget results in purchased inputs or those funds flowing through 
the purchasing department, resulting in purchased goods and services (Ball, 2005). Ball 
(2005) believed that “the decisions made by purchasing professionals in spending these 
funds can largely determine the financial viability of the organisation. All of these issues 
serve as a driving force that continues to influence the visibility of purchasing and its role in 
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creating customer value and helping organisations achieve greater strategic success”. The 
role of Procurement in the modern world cannot be over-emphasised. Having oversight 
over such a big proportion of spend makes the department an integral part of controlling the 
profitability of the company and therefore it should be part of the decision making process.  
Leading-edge purchasing departments are teaming up with top suppliers to spur innovation, 
identify new products and market access opportunities, apply joint expertise to product 
development, and provide new intelligence for strategic decision making (Ball, 2005). 
Thawiwinyu (2009) shared Ball’s (2005) opinion that purchasing is shifting its focus from 
daily procurement activities to long term, value-adding purchasing and supply chain 
initiatives. The procurement process, which focuses on long term value adding purchasing, 
supply chain initiatives, quality improvement and cost reduction, is called Strategic 
Sourcing. McKenna (2011) supported both authors by stating that reducing costs should not 
be the only goal of Strategic Sourcing, but rather one made in conjunction with risk 
reduction, improving quality and fostering innovation. 
Kaczmarek (2010) combined the definitions of Ball (2005) and Cuomo (2013) to a certain 
extent by defining Strategic Sourcing as “a disciplined, systematic process of analysing 
corporate expenditures and developing strategies to reduce the total costs of externally 
purchased materials and services”.  Figure 2 illustrates the detail of the seven phases/steps 
found in a typical Strategic Sourcing process:  
 
Figure 2: Seven Step Sourcing Process, adapted from Ball (2005) 
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Although several versions of the Strategic Sourcing process have been developed over the 
years by different authors they are all based on seven phases/steps, with minor differences 
between the processes. 
The biggest difference between standard contracting and Strategic Sourcing is the 
preparatory work that goes into the effort. “Strategic Sourcing starts with opportunity 
assessment and spend analysis, category analysis including specification development, 
market research that may or may not include a request for information (RFl), and - with all 
that information available - deploying a strategy around the best way to approach the 
spend” (Kaczmarek, 2010, p. 56). 
The strategy and its implementation is what make Strategic Sourcing such a powerful tool. 
Strategic Sourcing is about applying resources in an optimal way to maximise the outcome 
for the organisation. “Strategic Sourcing focuses on the total cost of ownership, not just 
price and it looks at the entire supply chain, not just the internal” (Kaczmarek, 2010, p. 57). 
Cuomo (2013, p. 12) supported Kaczmarek (2010) by highlighting some differences 
between Strategic Sourcing and Transactional Purchasing: 
a. “Strategic Sourcing focuses on upfront data analysis. 
b. Strategic Sourcing includes the development of a category strategy to identify usage 
patterns and needs, including best practices. 
c. In Strategic Sourcing the Total Cost of Ownership (TCO) methodology examines a 
broad spectrum of cost drivers which may be incorporated in the evaluation of the 
good or service being procured”. 
 
According to a study conducted by the Aberdeen group in 2006, several external factors 
force companies to reduce their cost of sourcing in order to become more competitive. (See 
Figure 3 below) 
These forces drive the effort to implement Strategic Sourcing and other cost reduction 
initiatives in Procurement and the Value Chain. Procurement is seen as a business within a 
business; an efficient Procurement department sees itself as a profit centre that positively 
influences the profits of the company (Marylin, 2003). They do this by reducing spend and 
company expenses which normally lead to huge savings across the entire Value Chain. 
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Figure 3: Pressures to reduce sourcing cost, adapted from Aberdeen (2006) 
 
Savings can be achieved during Procurement processes by implementing cost reduction 
initiatives. Suppliers/vendors can also contribute by suggesting cost reduction ideas as raw 
materials and services constitute a major part of the cost of a product. The Procurement 
department has a primary role in contributing to savings for the company. Below are a few 
Procurement initiatives which can result in savings (Evans, 2005): 
a. Bulk buying: buying bigger volumes instead of buying for individual units; 
b. Partnerships with major vendors: to have equity or technical collaboration helps to 
pass on savings to the customer;  
c. Change specifications: selecting high cost items and replacing them with low cost 
materials, for example replacing steel with plastic/aluminium; and 
d. Removing intermediaries: buying directly from manufacturers wherever possible; 
These are just a few examples of the levers available to Procurement to assist the Value 
Chain to reduce cost. More detail on this and other benefits of Strategic Sourcing will be 
discussed in Chapter 3.  
Marylin (2003) stated that for every R 1 saved in Procurement for a company with a 5% 
profit margin, the sales department needed to increase sales by R 20 to have the same 
impact on the company’s profit; industry refers to this as the purchasing multiplier. This 
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highlights the importance of including Procurement when companies embark on a cost 
reduction journey. 
1.3 MANAGEMENT PROBLEM / DILEMMA 
Inappropriate measures taken by companies during an economic downturn influence the 
organisation thereafter, e.g. some companies typically cut payroll, consulting, advertising 
and strategic initiatives. Across the board cuts which are made without understanding 
where the real profitability lies, result in average performance at best and leave companies 
open to failure (Tompskins, 2008). Companies tend to cut costs during difficult times 
instead of improving efficiency. The challenges are to produce the same quality and 
throughput at a lower cost, as well as to not cut costs in selected areas of the business but 
to involve the whole Value Chain and Procurement.     
Mohammed (2007) argued that best practice performance benefits, realised through 
improved Value Chain management,  includes lowered Value Chain costs of 25-50% with 
an increased forecast accuracy of 25-80%, reduced fulfilment cycle time by 30-50%, whilst 
delivery performance was improved by 16-28%. Reduction in inventory showed a benefit of 
25-60% and upgrade fill rates reflected a 25-30% achievement. This illustrates that the 
survival of companies depends on the cost reduction of the Value Chain and supporting 
functions. 
In general, senior managers of most companies do not see Procurement as a contributor to 
the decision making process and therefore do not have Procurement representation on 
executive or board level (Williams, 2003; Climberakis, 2011). Due to this perception, 
companies also tend to exclude Procurement in their efforts when involved in business 
optimisation initiatives.  
Operations typically include all Value Chain activities, impacting the time, quality and 
quantity of services or commodities required to run the company, but not the price tag it 
comes with (Mohammed, 2007).  Procurement impacts the price and total cost of each 
commodity/service supplied to the Value Chain, therefore only optimising activities in the 
Value Chain and not the supporting functions such as Procurement can only lead to a cost 
reduction effort that does not deliver maximum bottom-line impact. 
CHAPTER ONE - COST REDUCTION PROCESS INTRODUCTION 
29 
 
 
According to Chen (2008), most companies embark on a cost reduction journey choosing 
only one improvement initiative, such as operational improvement or sourcing optimisation.  
The main reason for this behaviour is that most companies tend to optimise their 
businesses by optimising specific functions in the company (Datta, 2009; Al-Mashari, 1999); 
they are not attempting to optimise elements in the Value Chain simultaneously mainly due 
to: 
a. the complexity of integrating the Value Chain; 
b. the complexity experienced when implementing more than one initiative at the 
same time; 
c. the lack of resources and knowledge to integrate these stand-alone optimisation 
initiatives; 
d. the lack of a software solution that drives and tracks the implementation of this 
complex process; 
e. the lack of a formal Value Chain cost reduction methodology which integrates 
operations and Procurement cost reduction optimisation processes; and 
f. the lack of confidence to embark on an integrated cost reduction process which 
includes the entire Value Chain.    
Thus the challenge is to develop an all-inclusive Value Chain and Procurement cost 
reduction methodology that integrates with other performance improvement initiatives, such 
as Lean Manufacturing, Strategic Sourcing, Total Quality Management, E-auctions and Six 
Sigma.  
The dilemma for the companies is that they do not have access to an integrated Value 
Chain and Procurement cost reduction methodology supported by a software solution to 
enable the successful implementation of their cost reduction strategies. 
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1.4 RESEARCH OBJECTIVES 
 Primary research objective 1.4.1
 
The literature review highlighted that Procurement is always seen as a supporting function 
and is not part of the Value Chain. It also showed that improvement initiatives are normally 
analytical tools such as Lean Manufacturing, Six Sigma, TQM and Strategic Sourcing, 
which are focussed on selected business area in the Value Chain or Procurement (Datta, 
2009).  
Optimisation of the Value Chain and Procurement were identified as the two largest 
contributors when one needs to improve the bottom line of any company.  Furthermore, 
companies do not have a system to manage their improvement initiatives and struggle to 
measure, track and report the impact across the whole business. 
The purpose of this research is to develop an integrated Value Chain and Procurement cost 
reduction methodology which will capture initiative information, manage cost reduction 
initiatives and track and report the impact on the bottom line. The research focused on a 
tracking and reporting solution when developing the specifications of an integrated cost 
reduction strategy. 
When formulating a question to illustrate the key aspects of the research objective, the 
question resulted as follows: What should the specifications of a software solution be that 
will integrate cost reduction in the Value Chain and Procurement in a manner that will 
ensure maximum sustainable bottom-line savings for companies in the manufacturing or 
service industry? 
Therefore the main objective of the study is to develop an integrated Value Chain and 
Procurement cost reduction methodology which will be used to formulise the high level 
system specifications. This methodology will create an opportunity for companies to reduce 
their costs in both these two main areas, covering the whole business and supported by a 
software system that will manage, track and report measurable, sustainable bottom line 
impact.   
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 Secondary research objectives 1.4.2
 
Based on the literature review and the main objective, the following sub-objectives have 
been identified: 
Sub-objective 1 
The purpose is to determine the key phases found in the cost reduction methodologies 
currently being used during Value Chain cost reduction processes. 
Sub-objective 2 
The purpose is to determine the key phases in cost reduction methodologies currently 
being used during Procurement (Strategic Sourcing) cost reduction processes. 
Sub-objective 3 
The purpose is to identify the integration points between the Value Chain cost reduction 
process and the Procurement cost reduction process. 
Sub-objective 4 
The purpose is to identify the key functions required in a software system to integrate the 
cost reduction processes and to track and report progress on initiative implementation. The 
purpose is not to design the software system but only to identify the main 
processes/functions that should be provided for in the final design.   
1.5 RESEARCH PROPOSITION (CITATION STATEMENT) 
The development of an integrated Value Chain cost reduction methodology. 
1.6 RESEARCH DESIGN STEPS 
The study was conducted in Gauteng and focused on the private sector. Companies from 
the manufacturing and services industries were included in the sample. The respondents 
were mainly JSE-listed companies. The cost reduction processes used in the Value Chain 
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and Procurement divisions of these companies were researched in order to develop a 
single integrated cost reduction process covering the total company. 
 
The reason for this was based on the researcher’s intention to develop a generic cost 
reduction methodology and software solution specification to cover every company in the 
private sector (main research objective). 
 Sample size  1.6.1
The questionnaire was distributed to a sample of 517 companies that were selected based 
on the above target population definition. This sample size was chosen in order to give 
more reliable results to the research.  
 Sample selection  1.6.2
The companies selected to complete the questionnaire were regarded by the author to be 
in good standing with related experience, enabling them to provide accurate information. 
 Data collection methods  1.6.3
A database of JSE-listed companies was obtained from a company called Smart 
procurement, a communication and media channel company with 11 000 supply chain and 
procurement subscribers. The selected target market companies with all their relevant 
contact details were extracted from this member database. A total of 517 companies were 
invited to complete the online questionnaire. Only experts in the Value Chain and 
Procurement departments completed the questionnaire. 
 Contact method 1.6.4
An online survey method was selected to gather the information from the target population. 
The researcher made use of an online questionnaire development system to develop and 
upload the questionnaire.  
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A link was downloaded and attached to an email which was sent out with the following 
information: 
 
a. Introduction to the researcher; 
b. Background and aim of the research; 
c. A brief indication of the timescale required to complete the questionnaire; 
d. An online link where the reader could easily click to access the questionnaire via the 
internet; and 
e. A commitment from the researcher to share the results of the research with the 
participants. 
 
The participants only needed to click on the link and register their personal details in order 
to receive the research results after the study had been completed. This information was 
also part of the researcher’s quality control process to ensure that the targeted person 
completed the questionnaire. 
 Data capturing system 1.6.5
The software used by the researcher is currently used worldwide and was specially 
designed to gather online information, do statistical analyses on each question and to draw 
graphs to illustrate the results. Although the software is able to do basic analysis, the 
researcher exported the results to an excel spread sheet for further analysis. The questions 
were tested with trusted respondents in order to ensure that the questionnaire provided the 
answers to address the aim of the main objective. 
1.7 SECONDARY RESEARCH METHODS 
 
The literature study focussed on the current cost reduction methodologies being used in the 
manufacturing and service industries in the following main areas: 
a. Value Chain 
b. Procurement 
c. Integration of Value Chain and Procurement 
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The literature study included all relevant elements of the problem statement and sub-foci as 
indicated in this research proposal. Mainly electronic searches were used in the literature 
research and included electronic searches from NMMU and Google Scholar. Access to 
electronic literature from well-known international consulting houses was obtained to 
support the above literature research. 
1.8 THE SCOPE / DELIMITATION OF THE RESEARCH 
 
The purpose of this section is to describe the boundaries within which the study was 
conducted, as proposed by Mouton (2011). The study was conducted in Gauteng and 
focused on JSE-listed companies (private sector) in the manufacturing and services 
industries. The study focused on the detailed phases/steps found in the Value Chain cost 
reduction process and the Procurement cost reduction process.  
The questionnaire as well as the results of the literature review was used to identify the 
integration points between these two processes.  
The integration points and the findings of the research were used to identify the key 
functions which need to be present in the cost reduction solution. The purpose was to 
identify the key functions required in a software system to integrate the cost reduction 
processes and to track and report progress on initiative implementation. The purpose was 
not to design the software system, but only to identify the main processes/functions that 
should be provided for in the final design.    
1.9 DEFINITION OF KEY CONCEPTS 
It is important to have a common definition of the key concepts used in a dissertation in 
order to understand the context in which they are used.  The most important key concepts 
are defined below as: 
 Cost 1.9.1
“An amount that has to be paid or given up in order to get something. In business, cost is 
usually a monetary valuation of (1) effort, (2) material, (3) resources, (4) time and utilities 
consumed, (5) risks incurred, and (6) opportunity forgone in production and delivery of a 
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good or service. All expenses are costs, but not all costs (such as those incurred 
in acquisition of an income-generating asset) are expenses “ (Vijah, 2011, p. 3). 
 Value Chain 1.9.2
“Interlinked value-adding activities that convert inputs into outputs which, in turn, add to 
the bottom line and help create competitive advantage. A value chain typically consists of 
(1) inbound distribution or logistics, (2) manufacturing operations, (3) outbound distribution 
or logistics, (4) marketing and selling, and (5) after-sales service. These activities are 
supported by (6) purchasing or Procurement, (7) research and development, (8) human 
resource development, (9) and corporate infrastructure” (Vijah, 2011, p. 35). 
 Integration 1.9.3
“The process of attaining close and seamless coordination between 
several departments, groups, companies and systems” (Vijah, 2011, p. 28). 
 Operations 1.9.4
“Jobs or tasks consisting of one or more elements or subtasks, performed typically in 
one location. Operations transform resource or data inputs into desired goods, services, 
or results, and create and deliver value to the customers. Two or more connected 
operations constitute a process, and are generally divided into four basic categories: 
processing, inspection, transport, and storage” (Vijah, 2011, p. 18). 
 Procurement 1.9.5
“The process of obtaining goods and services from preparation and processing of a 
requisition through to receipt and approval of the invoice for payment. It commonly involves, 
purchase planning, standards determination,  specifications development, supplier research 
and selection, value analysis, financing, price negotiation, making the purchase, supply 
contract administration, inventory control and stores, and disposals and other related 
functions” (Vijah, 2011, p. 23). 
 Business process improvement 1.9.6
“Improving quality, productivity, and response time of a business process, by removing non-
value adding activities and costs through incremental enhancements. (Also business 
process reengineering)” (Vijah, 2011, p. 7). 
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 Performance 1.9.7
“The accomplishment of a given task measured against pre-set known standards of 
accuracy, completeness, cost, and speed. In a contract, performance is deemed to be the 
fulfilment of an obligation, in a manner that releases the performer from all liabilities under 
the contract” (Vijah, 2011, p. 19). 
1.10 SIGNIFICANCE OF THE STUDY 
 
Most Value Chains have the ability to impact 50 to 70% of their company’s total cost 
structure, therefore companies which are under huge cost pressures force management in 
these areas to reduce costs or face the consequences. In many instances, an economic 
downturn forces management to produce savings at all costs, typically using traditional 
efficiency improvement and cost reduction methods. Many of these methods are mainly 
analytical tools which are applied to specific areas in the Value Chain, which in turn lead to 
sub-optimisation of the company cost structure (Datta, 2009). 
This means companies embark on a cost reduction journey with high expectations, only to 
be disappointed with the smaller than anticipated impact on the bottom line. With the 
subsequent lesser impact on the bottom line, companies go into survival mode and start to 
cut costs in all areas without understanding the total impact (Tompskins, 2008). This 
scenario - where cutting of costs takes place under pressure - often leads to escalating 
negative impacts on the company that become visible much later and are not immediately 
quantifiable. The unfortunate negative impacts manifest months later after the damage is 
already done. 
According to Al-Mashari (1999), the typical attributes of the abovementioned scenario is 
indicative of a shortfall/gap that exists as a result of the focussed approach in the cost 
reduction methodologies applied with cost savings/cost reduction initiatives (not combining 
Value Chain and Procurement).  
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The shortfalls are mainly due to a: 
a. lack of skills and resources to implement cost reduction initiatives; 
b. lack of a formal cost reduction methodology that optimises the entire Value 
Chain; 
c. lack of know-how to implement a fully integrated cost reduction project; and 
d. lack of a software solution to assist management during implementation, tracking 
and reporting of cost reduction initiatives. 
The above shortfalls are often the reasons why companies do not meet their cost reduction 
targets. Many initiatives also take much longer to implement and the implementation cost is 
higher than anticipated, causing failure during implementation, i.e. the savings do not 
impact the bottom line as planned.  
Furthermore they are not always successful when implementing cost savings initiatives due 
to the inaccurate reporting of savings that only partially impact the bottom line. Below are 
two examples to illustrate this phenomenon: 
a. The Procurement department’s reports inflate savings due to cost reduction 
initiatives on the additional commodities required to manage inefficiencies in the 
Value Chain.  The cost of the inefficiencies in the Value Chain exceeds the 
sourcing savings but only the savings in Procurement are reported. 
b. The Value Chain reports savings due to a reduction in the need for commodities, 
although Procurement influences the final price. The price increase of these 
commodities sometimes exceeds the savings reported by the Value Chain. 
The above can be rectified with the development of an integrated cost reduction 
methodology supported by a software solution which drives, tracks and accurately reports 
the impact of the improvement initiatives. This will address the shortcomings of a focussed 
approach as explained above. A key objective of the proposed solution is to ensure 
reporting of the net savings of an integrated effort against the company’s baseline budget, 
key performance indicators and project execution against the implementation plan. 
One should be able to capture the detail of all the cost reduction initiatives across the Value 
Chain and Procurement. Visibility of these initiatives include their respective risks, project 
plans, and capital required, and the impact on the bottom line will thus allow the company to 
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be aligned in the effort to reach the entire Value Chain savings target. This will address 
most of the issues that were inherently part of the poor cost reduction decision making 
process as described above. 
The significance of the study is to develop a cost reduction methodology that integrates the 
Value Chain and Procurement cost reduction processes which report the net impact of all 
initiatives across the whole business. This research will contribute to developing system 
functionalities which will enable successful initiative capturing, implementation, tracking and 
reporting of the integrated cost reduction process.  
The ability to track savings directly to the company budget and reduce the budget 
accordingly will create sustainability in the cost reduction process. This will help companies 
to win the war against expensive cost reduction exercises that never reach the intended 
targets.  
1.11 STRUCTURE OF THE REPORT 
 
The study follows a logical path, starting with literature reviews in chapter 2 and 3, followed 
by a research methodology chapter, and ending with the research results and conclusion 
chapters. A short summary of each chapter will now be discussed. 
 Chapter 2: Value Chain cost reduction process (Literature review) 1.11.1
In Chapter 2, Value Chain cost reduction process principles are discussed. The chapter 
focuses on the main phases found in the Value Chain cost reduction process used by 
industry. The literature review emphasises the detail of each phase and identifies them as 
base-lining of company budget and KPI’s, identification and capturing of savings initiatives, 
initiatives approval, initiative implementation planning, initiative implementation, and 
tracking and reporting of the impact on the bottom line. The chapter concludes with a 
diagram which illustrates the Value Chain cost reduction process developed through the 
literature review.  
 Chapter 3: Procurement cost reduction process (Literature review) 1.11.2
Chapter 3 focuses on Strategic Sourcing - the cost reduction process being used in 
Procurement. This chapter defines Strategic Sourcing, mentions the benefits and highlights 
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why companies implement Strategic Sourcing. The latter part of the chapter focuses on the 
seven phases found in the Strategic Sourcing process. The literature review identified the 
phases that should be present in the Strategic Sourcing process as data collection and 
spend analysis, internal and external analysis, strategy development, implementation 
planning, contract implementation and tracking and reporting. The chapter concludes with a 
diagram which illustrates the Procurement cost reduction process, also known as the 
Strategic Sourcing process.  
 Chapter 4: Research design and methodology 1.11.3
This chapter describes the research design and methodology process followed in this 
study. The main emphasis of this chapter is to describe the research method, research 
survey, questionnaire design, data collection, data analysis and conclusion. The questions 
listed in the online survey are based on the literature study on the Value Chain and 
Procurement cost reduction processes.     
 Chapter 5: Research results  1.11.4
Chapter 5 deals with the results obtained from the online survey. The Value Chain and 
Procurement cost reduction processes developed from the literature review chapters were 
confirmed by the results from the survey. The phases where the Value Chain cost reduction 
process and the Procurement cost reduction process integrate were identified. The key 
functionalities required by the software solution to track and report savings were also 
identified.    
 Chapter 6: Conclusion and recommendations 1.11.5
In the final chapter, chapter 6, a conclusion of the research findings is discussed. The 
findings of the survey as well as the literature reviews are used to develop the 
recommendations of the integration between the two cost reduction processes. The chapter 
ends with a diagram illustrating the integrated Value Chain and Procurement cost reduction 
methodology and highlights the functionalities requirements for the software solution.    
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2.1 INTRODUCTION 
Vijah (2011, p 35) defined the Value Chain as “Interlinked value-adding activities that 
convert inputs into outputs which, in turn, add to the bottom-line and help create competitive 
advantage”. He went on to say that a Value Chain typically consists of inbound logistics, 
manufacturing operations, outbound logistics, marketing and selling; and after-sales 
services, as illustrated in Figure 4 below. These activities are supported by  procurement, 
research and development, human resources, and corporate infrastructure (Vijah, 2011). 
 
 
 
 
Figure 4: Value Chain process, adapted from Vijah (2011)  
2.2 COMPETITIVENESS THROUGH COST REDUCTION STRATEGIES 
According to Slimans (2013), companies that want to be competitive should adopt 
improvement strategies that include the entire Value Chain. This includes the provision of 
good material, improvements in operations, product design, and increased flexibility. He 
further stated that companies should also reduce costs and create marketing channels that 
are appropriate for instantly delivering products to customers at competitive prices.  
Companies can achieve these goals by applying some of the three main strategies as 
described by and developed by Porter in 1980 and cited in Slimans (2013). The two main 
strategies are cost leader strategy and differentiation strategy, and the third is a 
combination of the two but is more focussed on a niche market. All these competitive 
strategies focus strongly on cost reduction as a main driver of success.  
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Cost leadership strategy: The focus of this strategy revolves around reducing costs. 
The five steps to achieve cost leadership, according to Slimans (2013, p. 4), include:  
a. “creating a development strategy to achieve relatively low costs through cost-control 
directives or redrafting the Value Chain,  
b. identifying the relative costs to competitors and different sources of costs, 
c. determining the routers’ cost for each activity of value and knowing how to interact, 
d. determining an appropriate Value Chain as well as the allocation costs and assets 
for this value; and 
e. testing the lower-cost strategy to see if it is able to maintain continuity”. 
 
Porter (1980, cited in Slimans, 2013), concluded that the position of the low cost provides 
protection against all five of the competitive forces: rivalry among existing firms, consumer 
power, the power of suppliers, new entrants to the market, and confronting the substitution 
of products or services. The importance of developing a Value Chain cost reduction 
methodology was highlighted by Slimans, who stated that a low cost strategy protects a 
company against all five competitive forces. Companies should thus use a methodology 
that reduces all costs in the company, not only in a specific area such as the Value Chain. 
Differentiation strategy: This strategy fundamentally aims to outdo competitors in meeting 
customers’ needs and supplying high-quality products.  
Porter (1980, cited in Slimans, 2013), determined seven steps to achieving differentiation, 
including identifying the buyer’s purchasing criteria; determining the buyer’s true identity; 
understanding the value chain of consumers and the effect of products sold; resolving the 
cost of these resources; determining potential resources in the value chain; identifying the 
activities that provide the most value to buyers when it comes to costs; and testing the 
differentiation strategy.  
Slimans (2013) claimed that this strategy realises serious advantages for the business in 
light of competitive forces, including consumer loyalty, creating obstacles for new entrants, 
and creating an improved method for replacements. Procurement plays a strategic role 
when implementing this strategy, although they are very dependent on the collaboration of 
the Value Chain. The fact supports and highlights the importance to integrate of the Value 
Chain and Procurement cost reduction processes.   
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Focus strategy: This strategy is a combination of the above two strategies and leads the 
company’s efforts to focus on a particular sector (niche) market instead of focusing on the 
market sector as a whole.  
In order to be competitive, companies need a process that they can implement that will 
address both these strategies. These two strategies focus on reduction of cost in the Value 
Chain and Procurement.  The above emphasise the need for an integrated Value Chain 
and Procurement cost reduction methodology that will protect the company against all 
competitive forces.  
2.3 VALUE CHAIN COST REDUCTION FUNDAMENTALS 
Adams (2008, p. 535) stated that “quality improvement is associated with cycle time 
improvement, and cycle time improvement is significantly associated with both cost 
improvement and profitability and cost improvement is significantly associated with 
profitability”. Figure 5 illustrates the associations between these three elements which forms 
the pillars in any company performance improvement strategy.  
 
Figure 5: Conceptual Model, adapted from Adams & Maiga (2008)  
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Adams (2008) explained the above relationship by arguing that cost declines quicker for 
plants that produce higher quality goods than those which do not. In addition, quality 
improvements exceed the amount spent on quality efforts, as costs should theoretically 
reduce more quickly with the experience of producing high-quality products. Adams’ third 
point was that quality outputs result in lower unit costs because of economies of scale, and 
finally, improvement of quality serves as a base for cost improvement because a process 
becomes more constant and dependable, meaning less time and costs are needed for a 
rework. 
The importance of quality, cycle time and cost becomes critical to managers when trying to 
retain customers. The study provided strong evidence suggesting that Activity Based 
Costing (ABC) has a positive influence on the profitability of a company through operational 
performance improvement (Adams & Maiga, 2008). ABC is a technique applied to a 
company budget to break down the costs and allocate them to the activities performed by 
the company. This enables the company to formulate strategies to reduce the cost of 
activities in the Value Chain and thus reduce the budget. The following sections define the 
phases found in the Value Chain cost reduction process.   
2.4 PHASE 1: ESTABLISH BASELINE - BUDGET ANALYSIS 
According to Vaznonienė (2012), budgets are a quantitative business plan that are used to 
implement certain objectives, as well as assist to establish the extent of business activities, 
the necessary resources and their competencies. He further highlighted that they “promote 
harmonisation of business activities and cooperation between business units, delegate 
duties and allocate the incurred expenses, help to motivate and evaluate staff performance, 
and support the objectives of the internal control system of the organisation”.  
Figure 6 below illustrates the dynamics of the budgeting process found in companies today. 
It highlights that a change in strategy will activates a string of interdependent activities, 
influencing the company budget in a positive or negative way. 
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Figure 6: Budgeting Process, adapted from Vaznaniene & Stonciuviene (2012)  
 
This study focussed on the implementation of a cost reduction strategy to improve company 
performance. The budget forms the baseline against which the future performance 
improvement success will be measured. It is thus important that a detailed analysis of the 
company budget should be done to ensure correct cost allocation and accuracy before the 
start of any performance improvement project. Activity Based Costing is one of the 
analytical techniques used to allocate cost to company activities and therefore identifying 
the activities which drive company costs.   
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 Phase 1(Cont): Establish Baseline - Activity Based Costing and cost drivers 2.4.1
Research conducted by Adams (2008) indicated that Activity Based Costing (ABC) is 
notably linked to cycle time, quality and cost improvements. The firm’s financial success 
rests partially on the ability of management to utilise both ABC and operational measures. 
The utilisation of ABC and the visibility it provides on the spend of the company will help 
management to improve operational decisions that improve profitability (Adams & Maiga, 
2008).   
Ittner (2002) supported Adams’ (2008) opinion and added that, “the ABC approach 
measures the unit cost of objects by assigning the resource cost to activities performed by 
organisations and then using causal cost drivers to assign activity cost to products, 
services, or customers that benefit from or create demand for these activities”. According to 
Cokins (2010, p.8), “cost drivers are units that are used to assign and trace direct and 
shared resources expenses related to activities such as production, sales and 
administration, based on the consumption that cost object (e.g. products, works execution, 
services) place demands on resources”. The Value Chain can use this valuable information 
regarding the cost of an activity to decide which activities they should focus on to ensure 
the biggest benefit for the company.       
Cokins (2010, p. 9) elaborated by stating that “according to the ABC method, the products 
consume activities and the activities consume resources”. A cost driver can therefore be 
defined as any factor that changes the resources consumed or the activity itself and hence 
changes the cost of the activity, creating benefits for the company. Ittner (2002, p. 36) 
shared Cokins’ (2010) opinion by stating that “the strategic benefits from ABC arise from 
improved information for make versus buy, product mix, outsourcing and other strategic 
decisions and that the operational benefits arise from improved insight into the economies 
of production associated with the better understanding of production activities and the root 
cause or drivers of these costs”. 
Companies can now reduce costs with improved product and process design that 
consumes less activities and resources due to the information available. Companies can 
also lower costs by getting rid of activities that do not add value to the customer. 
Southerst (1994) emphasised that traditional ledgers tell you nothing about where the 
money went, but that ABC does. Figure 7 shows, with the ABC method, how much of the 
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departmental budget is spent on different tasks.  This information makes it possible to ask 
questions about whether these activities are worth what is paid. The bottom line stays the 
same but ABC analysis tells you how you arrived there (Southerst, 1994).  
 
 
GENERAL LEDGER                   ACTIVITY-BASED ACCOUNT 
 
Salaries        R600,000        Bills of material           R31,500 
Equipment         15,000         Update bills of material   121,000 
Travel expenses    60,000        create routings             32,500 
Supplies           40,000        Update routings            101,500 
Occupancy          30,000        Process special orders      83,000 
TOTAL            R880,000        Engineer process            45,000 
 
                                 Capacity                    119,00 
 
                                 Design tooling             145,500 
                                 Train employees             43,000 
                                 Administration             158,000 
                                 TOTAL                     R880,000 
 
Figure 7: Activity Based Costing Example, adapted from Southerst (1994) 
 
ABC also improves quality related decisions due to the cost of quality information that is 
now available. Managers can now question the investment to improve the quality of 
products and services and can allocate resources to the highest value quality improvement 
projects (Ittner, 2002).  
A study conducted by Tratton  (2009, p. 5) examined the usage rate and relevance of ABC 
as a cost- and profit-measurement system. The results of the findings can be summarised 
as follows: 
a. “ABC methods support strategic product/customer emphasis decisions better than 
non-ABC methods.  
b. ABC methods are deployed across the internal value chain  
c. ABC methods provide greater support for financial, operational, and strategic 
decisions. 
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d. ABC methods alleviate managers’ concerns regarding the accuracy of cost 
allocations, the cause-effect relationship between allocations and resources 
consumed, the timeliness of cost/profit information, and the capability to update 
systems”. 
 
Based on these findings, Tratton (2009) agreed with Ittner (2002) that ABC provides an 
improved cost and profitability measurement system. By utilising ABC, the total Value Chain 
will be able to make more informed decisions regarding which strategy to implement to 
reduce product, service and operational costs. The cause-effect relationship information will 
allow the Value Chain to create initiatives that will directly influence the cost/profit of each 
activity and therefore improve the bottom-line of the company. The availability of cost- 
activity information on the total Value Chain will also prevent the company from focusing on 
only one area to reduce cost instead of the total Value Chain. 
The purpose of this discussion on cost drivers leads to the process of efficiency 
improvement. If the company knows what drives and influences their costs, then those 
factors can be questioned and changed to improve the outcome, hence reducing the cost. 
Cokins (2010, p. 10) listed the advantages of cost drivers as follows:  
1. “Improving enterprise performances. With the ABC method, reliable information is 
obtained that can be the basis for intermediate and long-term decisions.  
2. Improving employee and manager awareness. Each employee or manager of a 
company can become aware of the benefits that the knowledge of the causes of costs has 
on obtaining improved performance. Managing enterprise performance based on cost 
drivers can contribute to individual wage gains, such as bonuses, premiums, etc.  
3. Periodically reviewing costs. Many resource expenses considered as period costs or 
fixed costs in the short-term may be examined to determine if some of the resources (and 
their capacity level) are adjustable up or down as the planning horizon extends, thus 
resulting in them being classified as variable costs rather fixed costs. Thus all costs are 
subject to better control.  
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4. Controlling costs with better calculations. If one can reduce the quantity, frequency, 
or intensity of a cost driver, then its activity cost will be lowered. Using activity based cost 
drivers; the accountant will provide visibility to the work activities and their cost drivers that 
consume activity costs and in turn resource expenses.  
5. Eliminating costs. Identification of cost drivers of non-value-adding activities facilitates 
the elimination of the activity cost if its purpose can be eliminated by removing the root 
cause. The indirect cost allocation method on products using cost drivers contributes to this 
effect. 
6. Actual costs to individual products. The most important advantage offered by cost 
drivers is a far more accurate calculation of total and per-unit costs of products, channels, 
and customers. Accurate determination of total and per-unit costs is invaluable when 
evaluating selling prices and profit margin layers to strategically rationalise types of 
products, channels, and customers to sell to”. 
The role and advantage of ABC and cost drivers can be summarised as a method to 
allocate cost, provide visibility to the cost of activities, and be able to measure the impact on 
the budget. The above enables management to improve the quality, cycle times etc. of the 
activities which drive the costs and therefore decrease the budget and improve the 
efficiency of the company. Management can thus set short and medium term targets and 
implement innovative strategies to reach them. This brings the concept of Key Performance 
Indicators into the process to reduce cost and improve efficiencies in a company (Maiga & 
Jacobs, 2003). 
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 PHASE 1 (Cont): Establish Baseline - Key Performance Indicators 2.4.2
According to Miagi (2003), companies implement unique techniques such as the Balanced 
Scorecard (BSC) and Activity Based Costing as a reaction to the current global competitive 
climate. The BSC has gathered attention in accounting research as a method of merging 
financial and non-financial performance measures into a cost control system.  
Previous research on the implementation of ABC and the BSC can help support process 
improvement and product design, and this can help managers create a framework to 
manage and improve activities (Maiga & Jacobs, 2003). ABC makes information available 
on activities that can be measured in all four sectors in the BSC. Figure 8 below illustrates 
the relationship between ABC and BSC and how it supports performance improvement in 
companies (Maiga & Jacobs, 2003). 
 
A 
 
 
 
 
 
 
 
Figure 8 : BSC and ABC drives organisational performance, adapted from Maiga 
(2003) 
Parmenter (2001, p. 49) stated that any company should have two BSC’s, a governance 
score card (Results Indicators) for the Board and a management scorecard which includes 
at least 20 Performance Indicators. KPI's are calculable events within a process of many 
stages that highlight whether the overall process is achieving its goal.  
This may be best seen as a rate-limiting step or bottleneck in the entire process (Colins, 
2008).  
Balanced Score Card 
1) Customer perspective 
2) Internal Process Perspective 
3) Financial Perspective 
4) Learning and Growth Perspective 
ABC  
Organisational support and coherence 
Organisational Performance 
Product quality 
Customer Satisfaction 
Margin on Sales etc. 
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The 20 company performance indicators consist of Key Performance Indicators that were 
rolled up from a few layers down as indicated in Figure 9 below. These lower KPI’s are the 
performance measures that were put in place to measure the performance of the cost 
drivers at shop floor level/ project level to measure the daily performance of the processes, 
quality of products, cycle time of manufacturing etc. (Parmenter, 2001).  In other words, the 
company performance is determined by the KPI’s at the lowest level which are rolled up to 
form the measures that are used to make strategic decisions at Board level. The above 
emphasised the importance of implementing a KPI system as part of the cost reduction and 
efficiency improvement process.  
The main aim is thus to implement successful cost reduction initiatives/ projects at the lower 
level in each department, ensuring the departments reach their savings goals, enabling the 
company to implement a successful cost reduction process. The purpose in terms of the 
process at this phase was to use Result Indicators to develop Performance Indicators at 
department level. This output will help the departments during idea generation in phase 2 to 
focus on cost reduction and efficiency improvement initiatives, which will improve 
Performance Indicators and Result Indicators which are aligned with the company strategy. 
KPI’s at initiative/ project level are discussed in detail in phase 5. 
 
 
Figure 9: Hierarchy of performance measures, adapted from Parmenter (2001) 
  
Key Performance Indicators (Project Level) 
Performance Indicators (Department Level) 
Result Indicators (Board level) 
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2.5 PHASE 1: VALUE CHAIN COST REDUCTION CONCLUSION 
The main purpose of phase 1 was to set a baseline for the improvement process. The 
following activities form part of phase 1: 
a. Obtain and analyse the budgets of all the departments planning to take part in the 
cost reduction and efficiency improvement project. 
b. Apply Activity Based Costing principles in order to identify the cost drivers. 
c. Identify the cost drivers for each activity in the department. 
d. Develop lower level and align department Performance Indicators with higher level 
company Results Indicators. 
 
Phase 1 of the cost reduction process are summarised and illustrated in Figure 10 below. 
 
 
Figure 10: Value Chain Cost Reduction (Phase 1)  
2.6 PHASE 2: GENERATE AND EVALUATE IDEAS TO REDUCE COST   
Key Performance Indicators measure if the improvements made by the company were 
successful. Improvements are nothing less than initiatives that were developed by the 
company to address the high costs and inefficiencies identified by the cost drivers and their 
related costs. The next phase in the cost reduction process, therefore, is to develop 
initiatives which will reduce the cost and improve the efficiencies of all the activities required 
to produce products and services. 
Magadley (2012) defined innovation (generating ideas) as the addition and application, 
within a group, organisation, or wider society, of processes, products, or procedures new to 
the relevant unit of adoption and intended to beneﬁt the group, individual, or wider 
audience. This deﬁnition recognises that innovation is not limited to any type of innovation 
and does not require a completely new idea as long as it is fresh and relevant.  
Phase 1 
• Budget, ABC costing, 
Performance Indicators & data 
analysis 
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To reduce costs, it is necessary to analyse the activities and identify the causes of 
inefficiencies and develop new ideas to address the high spend. It is important to note that 
the development of new ideas is not a once-off exercise, but should be repeated constantly 
to improve company profitability.  
Wynder (2008, p. 361) defined continuous improvement (CI) as “a term that broadly 
describes a management philosophy that emphasises, inter alia, the importance of all 
employees continually seeking out and eliminating sources of process imperfection”. He 
argued that such innovation driven by employees is the foundation of almost all economic 
value, growth, and strategic edge today.  
Wynder (2008) further explained that accounting literature has claimed that staff 
contributions to CI efforts can be encouraged by giving them access to Activity-Based Cost 
(ABC) information. He noted that the first benefit of ABC information is the facilitation of 
staff involvement, as calculated by the volume of recommendations made. This is useful as 
the volume of recommendations gathered is often seen as an aim in its own right. By 
outlining the drivers of overhead, ABC information allows for the understanding needed to 
come up with ideas to reduce overheads.  
On one side, the manager’s role could be to stimulate idea generation and then examine 
those ideas to ascertain which would be worthy of pursuing. According to Wynder (2008), 
the ultimate objective of any CI programme is, however, to reduce overheads or increase 
revenue. Employees may be energised to decide for themselves the likely financial impact 
of their ideas and in so doing, determine which should be applied. 
Wynder (2008) stated that employees generally need a process where they can not only 
raise their ideas, but also get recognition for them. Robinson (2012) agreed with Wynder’s  
(2008) opinion by stating that most people have many ideas for their organisations and 
want to tell managers about them, and additionally would be thrilled to have them used. He 
further claimed that employees naturally come up with a great number of ideas to make 
their jobs easier or less challenging, to stop the company from wasting money, or just 
because they see an opportunity to do something better. 
What companies need is a structured programme to inspire, process, and implement ideas 
(Robinson, 2012). Elaborating, he said that ideas are welcome and accepted at just about 
every business, regardless of its size.  
CHAPTER TWO – THE VALUE CHAIN COST REDUCTION PROCESS 
54 
 
But what most companies still need is an organised system through which employees are 
encouraged to formulate ideas and, most importantly, know what to do with them when they 
have them. "You don't just want to put a suggestion box out there," he explained. "You've 
got to have a path so ideas can get where they need to go." 
Robinson (2012) estimated that 80% of the ideas generated within a company would be 
considered "small" and come from employees, with the rest from management. The 
significance of this is not lost on forward-thinking CEOs, he said, adding that they recognise 
the need to develop coordinated systems to collect, review, and, when warranted, 
implement these ideas. Smart managers also resist the temptation to affix numbers to 
everything, he continued, adding that those leaders who continually ask about return on 
investment from an ideas programme are essentially missing the main point. He noted that 
while there are indeed gains in terms of cost savings and increased revenue (some of 
which are harder to effectively measure than others), the real benefits come in the form of 
improved service to customers — which usually translates into more business — and from 
employees gaining inclusion and strong measures of satisfaction from identifying and 
helping to solve problems. Robinson (2012) stated that "Generally, good things happen 
when you ask front-line people for their ideas".  
Generating ideas are thus a crucial step to reduce costs in the Value Chain. One needs 
specific processes and techniques to generate ideas and should involve everyone in the 
company. Some techniques are discussed below to assist companies with this important 
process.  
 Techniques to generate ideas 2.6.1
Mattimore (2012) suggested that although brainstorming is an effective technique, one 
should think beyond brainstorming and use other very effective idea generating techniques, 
such as: 
Brain-walk: A technique where large sheets of paper are posted on the walls around the 
room. Each participant writes an idea on one of the sheets. Everyone then rotates to a new 
paper, reads the idea there and builds on it or writes another idea that the first inspires. 
When they return to their original papers they circle their favourite ideas. Brain-walk has two 
advantages; first, walking around the room creates energy; and second, when people see 
the number of ideas filling the walls around the room it generates excitement. 
CHAPTER TWO – THE VALUE CHAIN COST REDUCTION PROCESS 
55 
 
Brain-writing: This technique is similar to a brain-walk, but the participants pass papers 
around a table instead of walking to the sheets against the wall. 
Ask more questions: Generate ideas by asking questions regarding the problem area. 
Examine what the department is trying to do from multiple angles and find multiple 
solutions. Instead of just asking “How can we sell more widgets?”, the question could also 
be worded “How could we convince more people to use widgets?” and “What would lead 
current customers to use more widgets?”   
Rip and rap: The participants are asked to rip out images, words and phrases from 
magazines that could inspire ideas. They are then invited to group the rips so that they 
reflect themes or tell stories.  
Role play: Participants talk as if they are customers and raise issues they are not happy 
about. The group tries to solve their problems. 
Find the worst ideas: The participants are asked to generate really bad ideas and turn 
those around to good ideas, or identify the best parts of those bad ideas that they can 
adapt. 
The above are only a few examples of techniques to generate valuable ideas to reduce cost 
and improve quality and cycle–time. It is important to have a system to manage the ideas 
that are generated and capture a minimum amount of information that will be valuable 
during the evaluation phase of these ideas.  
 Idea management system 2.6.2
Tatter (2001) argued that the ideas generated by employees not only reduce costs or lead 
to more efficient use of assets, but also increase productivity and work quality, improve 
waste reduction, create a safer work environment, improve employee management 
relationships and create higher motivation. He also emphasised that for employees, an idea 
management system can offer additional income, recognition, a path towards achievement, 
a medium of self-expression and a feeling of being “in on things”.   
Taking the above benefits to the company and employees into account, management 
needs to put a proper idea management system into place and decide on a reward system 
that will motivate employees to generate more and better ideas to reach the cost reduction 
targets set by the company.  
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Figure 11 illustrates how a well-designed idea management system might operate (Tatter, 
2001). 
 
 
Figure 11: Idea Management System, adapted from Tatter (2001) 
 
 Cost reduction ideas 2.6.3
Different ideas make different impacts on the bottom line of companies. Coyne (2010) 
illustrated this by listing ideas that will generally reduce costs by 10%, 20% and 30% 
respectively. The categories and ideas are as follows:  
GETTING TO 10%: The first 10% is relatively easy and are incremental ideas that have a 
huge impact on the organisation and the interactions between departments. Below are 
some examples of incremental ideas listed by Coney (2010, p. 76): 
a. “Gain control of miscellaneous spending. 
b. Take overdue personnel actions. 
c. Re-propose rejected cost saving ideas. 
d. Reduce spending on department management”. 
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Getting to 20%: These ideas have a moderate impact on the organisation and include 
redesigning its activities. Redesign ideas listed by Coney (2010) included changing the 
process, talking to counterparts and moving away from the “belt-and-suspenders” mind-set. 
Getting to 30% and more: These ideas will cut across departments and have the greatest 
potential of disrupting the organisation. 
Cross-department ideas listed by Coney (2010, p 77) were: 
a. “Shift the burden to the most efficient location. 
b. Eliminate programs. 
c. Restructure or cut cross-department activities.  
d. Eliminate low-value meetings and forums”. 
 
Below are some more examples of savings initiatives that can be implemented in a typical 
organisation in the Value Chain (Tompskins. J, 2008; Kumar, 2006; Hollander & Smith, 
2002; Stout, 2007): 
a. Lean Manufacturing: Reduce lead-time, and increase operation throughput; 
b. Product Quality: Measure key performance indicators and performance and improve 
production process; 
c. International and Domestic Transportation: Use best practices to plan procure and 
manage freight and use analytical tools to shrink cost drivers; 
d. Material Handling Systems: Increase labour efficiency, optimise operational practices 
and find extra throughput capacity via improved equipment and software controls; 
e. Outsourcing: Audit current service providers, develop improvement initiatives, and 
identify operations that will save money when outsourced; and 
f. Six Sigma: Process improvement and problem solving. 
 
According to Brendell (2005), the above have the following in common: waste reduction, 
increase in throughput, value stream identification, and production pacing and continuous 
pursuit of perfection. It illustrates the focus on specific functions of the Value Chain. 
Research also showed that most Value Chain optimisation efforts focus on the 
management of day-to-day management activities. Research related to Value Chain 
software normally focuses on analytical tools being used to create benefits for companies in 
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their daily operations. The majority of the largest and most successful manufacturing 
companies in the world adapted technology and lean methodologies to determine cost 
reduction opportunities throughout the product development cycle (Cutler.S, 2010). 
Baer (2012) stated that there is no association between idea generation and 
implementation. His findings proved that unless the idea generators are motivated and are 
skilled in getting buy-in for their ideas, it is most likely that creativity will get lost.  
 Phase 2: Conclusion 2.6.4
Figure 12 below illustrates the Value Chain cost reduction process as developed through 
the theoretical research during this chapter up to this stage 
 
 
Figure 12: Value Chain Cost Reduction Process (First two phases) 
2.7 PHASE 3: EVALUATE AND APPROVE IDEAS 
According to Martinsuo (2011), “selecting the right ideas and concepts for cost reduction, 
quality improvement, process improvement, product development etc. is among the major 
decisions that managers must make during an improvement project”. He further noted that 
“companies have adapted evaluation criteria at decision gates to offer the decision makers 
sufﬁcient knowledge of the alternative ideas and concepts, and to promote choices that 
would result in the best possible business beneﬁt”. Companies must realise that the idea 
evaluation criteria will differ for specific cost reduction strategies and opportunities.  
Martinsuo (2011) further stated that “companies must develop holistic but informal 
assessment systems and adapt the evaluation criteria in line with the company strategy, 
objectives, risk profile, resource capability and market & product competitiveness of the 
ﬁrm”. Criteria such as time to implement an idea, the risk involved, capital required for 
implementation and return on investment should be used to evaluate ideas. 
Phase 1 
• Budget/ABC costing, Performance 
Indicators & data analysis 
Phase 2 
• Generate ideas 
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Addressing the evaluation criteria for the approval of ideas, Martinsuo and Poskela (2011) 
further suggested that:  
a. “Managers should see longer term strategic opportunities when evaluating ideas and 
concepts and not only focus on the short term attractiveness of the ideas. 
b. Managers should be encouraged to seek ideas and concepts that are beyond the 
ﬁrm’s current knowledge base and technically challenging.  
c. The managers’ systems for idea and concept evaluation should not only include 
shorter term innovation performance measures but should include evaluation criteria 
that promote the strategic opportunity that the new product concept can offer.  
d. A more informal approach would promote the possibility for managers to focus their 
attention on mutually valuable issues, seek new knowledge to become informed for 
making their decisions, and negotiate new product ideas and concepts in a rather 
ﬂexible manner”.  
 
One of the biggest factors that need to be evaluated during the approval process of the 
ideas is the risk a company takes when approving and implementing them. Xue-gen (2007, 
p. 17) argued that “successful innovation is so important that enterprise scientifically 
manages the process and risk of technological innovation”. The purpose is to help 
companies identify risks and take countermeasures to minimise the potential loss and 
maximise the potential income.  They emphasised that proper investigation and evaluation 
should be done on ideas before making a decision to set up the project or not, and which 
project needs continued research and development. 
The main risks in this stage are a lack of profound investigation into technology related 
ideas, markets and other aspects, inaccurate investigation results and wrong decisions of 
project set-up. 
Xue-gen (2007, p. 18) categorised the risks as follows: 
Technological risk  
a. “Technological feasibility risk; 
b. Technological advancement risk; and 
c. Mass production risk”. 
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Market risk  
a. “Market demand risk; 
b. Market entering time and expanding risk; and 
c. Market competition risk. 
 
Organising risk  
a. “Decision risk, 
b. Information management risk, 
c. Capability risk;  
d. Financial risk; and 
e. Talent people risk”. 
 
External environment risk 
a. “Political and legal environment risk, 
b. Social and cultural environment risk; and 
c. Economic environment risk”. 
 
The main risk in the process of innovation should be analysed in detail. All kinds of risks are 
not isolated, so companies should contemplate the possible relationships among the 
various risks while identifying them. Innovation is also an activity full of uncertainty. 
Generally speaking, companies should take some countermeasures to prevent the possible 
risks and keep the possible losses to a minimum. 
Companies need to establish a committee to evaluate and approve all the ideas presented 
by the different departments involved in the cost reduction process. The idea evaluation 
and approval committee must consist of senior management representing all the disciplines 
in the company such as Finance, Production, Procurement, Marketing and Sales and 
Maintenance etc.   
The committee needs to have regular meetings to evaluate and approve ideas to ensure 
continuity in the process. They have to keep a register to log the approval decision made on 
each idea. The decision types are approved, not approved, further study, conditionally 
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approved. Some ideas are referred back to the department due to certain information that 
was not clear when it was presented or assumptions were not accurate enough. 
The record keeping can be a challenge due to the fact that all the referrals have to be 
presented again at a later stage between ideas that are presented for the first time. The 
need for a system to provide the required functionalities is highlighted by this example.  
Companies have to decide what the acceptable performance is that they expect in order to 
approve an idea. The expected return on investment, pay back term, level of risk etc. needs 
to be decided before they start the evaluation process.   
The department has to plan the implementation of each idea that is approved by the 
committee. This important phase is discussed in the next section.   
 Phase 3: Conclusion 2.7.1
Figure 13 below illustrates the Value Chain cost reduction process as developed through 
the theoretical research during this chapter up to this stage 
 
 
 
Figure 13: Value Chain Cost Reduction Process (First three phases) 
2.8 PHASE 4: IMPLEMENTATION PLANNING AND APPROVAL 
According to Oni (2008), a project is “an endeavour in which human, material and financial 
resources are organised in a novel way, to undertake a unique scope of work, of given 
specification, within constraints of cost and time, so as to achieve beneficial change defined 
Phase 1 
• Budget/ABC costing, Performance 
Indicators & data analysis 
Phase 2 
• Generate ideas 
Phase 3 
• Evaluate and approve ideas  
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by quantitative and qualitative objectives”. The typical projects referred to in this study are 
approved cost reduction ideas which need to be implemented, hence the development from 
an idea to a project.  
Oni (2008) defined the four phases of a project as initiation, execution, handover and close 
out, each with its own deliverables.  It is suggested that pre-execution planning should be 
done despite the time it takes to define and plan a project during definition / planning phase. 
This will set the pace for effective scope, schedule, quality and budget estimate, time and 
cost control, risks, reporting and human resource management during the execution phase. 
Zwikael (2009) shared Oni’s (2008) opinion and elaborated that the aim of the planning 
phase is to develop the structure for project execution and control. He further stated that 
planning is a vital aspect of project success, and as such is seen as one of the critical 
success factors of project management.  
Muther (2011) supported Zwikael (2009) and Oni (2008), stating that a planning process is 
one which determines what a person intends to do and how they propose getting it done. 
The outcome of a planning process is called a plan which is normally done by planners. 
“Specific, non-routine activities of determining plans or installing them are termed projects” 
(Muther & Nadler, 2011).  
In his study, Zwikael (2006) counted the frequency of how many sources refer to planning 
as critical to the success of any project and compared to other success factors. The study 
showed that planning is repeatedly a critical success factor in most of the literature found in 
their research. The top six critical success factors for projects are listed below according to 
Zwikael (2006, p. 3436): 
a. “Project planning;  
b. Management support; 
c. Personnel recruitment;  
d. Monitoring and feedback;  
e. Customer involvement; and 
f. Project requirement and objectives”.  
 
The PMBOK (PMI 2004) project management methodology consists of processes that a 
project manager should perform during the life cycle of a project; 47% of the processes 
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focussed on planning. This indicates the importance of project planning as an essential 
process to ensure project success. Activity duration estimating; scope planning; activity 
definition planning; schedule development and project plan development are listed as the 
most important planning processes in the PMBOK (PMI 2004) project management 
methodology. 
Zwikael extended his study in 2009 and determined that in the project planning knowledge 
area, project success results are mostly influenced by time, risk, scope, and human 
resources. The results of his study differed slightly from the PMBOK (PMI 2009) 
methodology, although his suggested planning process appeared in the top 10 of the 
planning process ranks by the project management methodology. Based on the findings of 
Zwikael (2009), companies need to ensure high quality deliverables on these four planning 
processes to increase chances of success with execution of cost reduction projects.    
According to Zwikael (2009, p. 3439), the major benefits from quality planning are “(1) to 
eliminate or reduce uncertainty, (2) to improve efficiency of the operation, (3) to obtain a 
better understanding of project objectives, and (4) to provide a basis for monitoring and 
controlling work”. Therefore, project managers responsible for completing the project to the 
satisfaction of all relevant stakeholders should not only make certain that their actions are 
executed according to plan, but more importantly, that the plan is reliable and properly 
represents stakeholders’ requirements (Muther & Nadler, 2011). 
The successful outcome of a project is not necessary guaranteed if it is executed according 
to the plan. If the planning is faulty, the project will not result in the expected outcome and 
vice versa (Zwikael & Shlomo, 2006). Project managers can make significant changes 
during the planning process to improve the baseline for future control purposes. Project 
managers should thus make the changes early in the planning process to ensure the 
successful implementation of each cost reduction idea/initiative and thus the success of the 
total cost reduction process. 
According to Muther (2011), the following are aspects that need to be taken into account 
during the planning process: 
 The humanity factor in planning 2.8.1
Employees have various educations, experiences and exposures, which form a collection of 
thoughts, suggestions and ideas. Project plans are based on the background of people 
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involved in the planning process. The people factor should therefore be taken into 
consideration when approving project plans.  
 Planning and the future 2.8.2
According to Muther (2011, p. 41), “planning always deals with the future which is always 
subject to changes during the planning process as well as during the installed life of the 
installed operation”. The phases of planning work must be scheduled before taking action 
on any implementation of ideas. The planning process will vary depending on the size of a 
project, but will always consist of four main phases: orientation, overall plan, detailed plans 
and action plans (Muther & Nadler, 2011). The risk of completing the project on time will be 
reduced by the development of a detail plan which provides for unforeseen events.  
 Planning is widely applicable 2.8.3
The essential sequence of getting things done, according to Muther (2011, p.42), can be 
expressed as “see, plan, do and use”.  
He explained it as follows: 
a. “See; involves observing, receiving, envisioning and understanding the proposed 
purposes, results wanted and the process to be followed.  
b. Plan; involves determining what to do and/or how to do it.  
c. Do; involves taking action or installing the plan.  
d. Use; involves making it work to get what was wanted in the seeing. Depending on 
one’s definition of results, they may not be attained until the installation is made to 
work as planned”. 
 
When people link the future and the process of planning they get some fundamental 
concepts – “from the long term to the short, from the results wanted to the means of 
achievement, and from the experienced planner to the newly hired” (Muther & Nadler, 
2011).   
 Planning has a basic process  2.8.4
Muther (2011) explained that all projects are unique, “in subject area or content, in size or 
complexity of project, and in specific constraints or situations involved”. He explained that 
there are two well-known processes that can be followed in the planning process: 
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First is the basic enhancer of creative thinking, where each phase of planning follows the 
sequence of list, organise and decide. The basic steps of this planning process are to list as 
many ideas as possible, to organise them into three to five options to consider, and to 
decide which option is best for the project or phase. 
The second process is known as “planning by design”, where each project follows a pre-
designed working model that is well-matched to the formula for planning (discern, devise 
and decide); that is specific to the basics of the subject area/content; and that is appropriate 
to the size of the project at hand (Muther & Nadler, 2011). 
 Planning prevents problems 2.8.5
Proper planning prevents people from spending money, time or effort doing things by 
eliminating mistakes. According to Muther (2011, p. 42), “making plans and judging their 
costs and benefits before doing the work allows people to try out their thoughts or 
suggestions, or propose the estimates, visualise the risks and simulate the plan, all before 
they commit to a specific course”. Planning is the best way of reducing the risk by making 
the changes in thought, on computer screens and on paper. 
 The best way to be creative 2.8.6
Muther (2011) highlighted that people come up with many ideas of how to create possible 
solutions, which they can then elucidate, interrelate and organise, turning them into 
reasonable and actionable solutions or plans. Planning needs a decision on which option is 
the best and it is during this decision-making process that a complete new alternative can 
be born.   
Management needs to evaluate and consider all of the information presented to them in the 
planning process, such as risk, duration of implementation, cost, and total impact all the 
aspects discussed above, when approving the implementation plans of each idea.   
After getting approval, the team responsible for the business improvement idea needs to 
prepare for implementation. The development of the project plan enabled the team to 
understand the impact on the company and therefore puts them in a position to select KPI’s 
that will measure the impact the best. The detail on KPI’s and KPI selection will be 
discussed in the following section.    
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2.9 PHASE 4: CONCLUSION 
Figure 14 below illustrates the Value Chain cost reduction process developed through the 
literature review and includes now phase 4. 
 
 
 
Figure 14: Value Chain Cost Reduction Process (First four phases) 
2.10 PHASE 5: DEVELOPMENT OF PROJECT (IDEA) SPECIFIC KPI’S 
According to Bryde (2005, p. 120), “prior to the 1980's, project success was defined in 
terms of an individual project meeting cost, time and quality (of the end product)-related 
objectives”. He noted that in the modern days, the two terms that are used when referring to 
performance measures are project success criteria or KPI’s. Both these terms focus on 
adherence to schedules, budgets, and technical specifications.  
According to Parmenter (2001), good KPI’s should tie down responsibilities to teams or 
individuals, they should affect more than one BSC, and they should influence many other 
indicators in a positive direction. Kuzeljevich (2011, p. 26) shared Parmenter’s (2001) 
opinion by listing the following steps as necessary for the successful implementation of a 
performance measurement system: 
Phase 1 
• Budget/ABC costing, Performance 
Indicators & data analysis 
Phase 2 
• Generate ideas 
Phase 3 
• Evaluate and approve ideas 
Phase 4 
• Implementation planning and approval 
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a. “Data sources - The more process-oriented, the greater the need to document the 
data source for each component. 
b. Operational KPI review – The corrective actions should be documented and 
executed as soon as possible. 
c. Identify the key cost drivers – Actions that cause a business to incur costs. The 
end user should be involved in identifying the costs. KPI is a measure to focus 
attention on, not to fix the issues.  
d. Continuous improvement – Any performance measurement tool needs to be 
constantly evaluated for effectiveness. 
e. Identify the individuals who manage costs or cost centres - These are the 
individuals whose actions drive costs and/or savings, and these may include finance 
teams. 
f. Reporting Methodology - A decision should be made on how frequently each KPI 
should be measured, reported on and who will review it”. 
 
Implementing KPI’s takes time and resources and should be done properly to ensure 
results that are usable for the business. It influences the employee’s behaviour, drive and 
focus and should be a priority in the company to ensure success with the implementation of 
any strategy such as cost reduction. Managing KPI’s means measuring results and 
implementing corrective action if the performance was not according to plan. Below are 
examples of KPI’s which typically measure cost, quality and time.  
Cost 
a. Cost per specific maintenance task 
b. Cost of unit produced 
c. Cost per ton 
 
Cycle Time  
a. Plant throughput per unit time 
b. Mean time to repair 
c. Processing time for works order 
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Quality 
a. % of maintenance rework\breakages  
b. % deviations from quality procedures  
 
According to Bryde (2005) there is a difference between project success and project 
management. Project management success not only depends on performance according to 
KPI’s, but also on the management, control and quality of the project deliverables. He 
underlined that project success can also be measured against the quality of the end product 
or service. A project can therefore be deemed successful without meeting all the targets of 
the KPI’s. This means that the performance of the business was not according to plan but 
that the end objective was met. 
A project manager improves his understanding of what the inputs of the project should be 
when defining the expected success of the project. Bryde (2005) noted that a project’s 
success is calculated using various criteria by various groups, throughout the project’s life-
cycle. Project stakeholders will use different KPI’s to measure project success based on 
their experience, backgrounds and their responsibility in the company.  
According to the study conducted by Bryde (2005, p. 27), the importance attached to KPI’s 
can be expressed as future potential, customer satisfaction, business success, within 
budget and schedule. He further stated that “there needs to be a recognition in the 
development of project management processes of the acceptance by stakeholders that 
long-term project KPI’s,  are important, in addition to the short-term, project-specific project 
KPI’s, such as getting the project completed on time and satisfying the client”. 
The departments thus need to ensure that the project KPI’s they define during the cost 
reduction process are balanced between influencing long term strategic KPI’s and short 
term project specific KPI’s. The balance will ensure short term project success which 
creates a foundation for long term company success. 
Identifying the correct project KPI’s is crucial for the successful implementation of any 
strategy. The last step in this phase is to set targets for the KPI’s that are aligned with the 
company’s goals and overall strategy. Each approved cost reduction idea is now a project 
with an approved implementation plan and a set of KPI’s. The department can now prepare 
for the implementation of all the projects in order to reduce the overall company cost.  
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 Phase 5: Conclusion 2.10.1
The research above illustrated the importance of developing project specific KPI’s, ensuring 
project success and alignment to the company’s strategy and goals. The stakeholders need 
to agree on the KPI’s required for each cost reduction project and set stretch targets to 
ensure project and company success. The KPI’s and the alignment thereof need to be in 
place before project implementation can start. Figure 15 below illustrates the inclusion of 
phase 5 into the Value Chain cost reduction process confirmed through the literature review 
in this chapter. 
 
Figure 15: Value Chain Cost Reduction Process (First five phases) 
2.11 PHASE 6: IMPLEMENTATION OF IDEAS 
A project, according Oni (2008), is “an attempt to organise human, material and financial 
resources in a new way; to take on a unique scope of work with a given specification and 
within cost and time restrictions, in order to achieve valuable change expressed by 
quantitative and qualitative objectives”. The implementation of each idea/initiative is defined 
as a project. Each initiative needs resources, has a specific scope, cost and time 
constraints, and there are external factors and risks that need to be taken into account 
during implementation. 
West (2001, p. 411) argued that “understanding the factors that promote creativity in teams 
in applied settings is less urgent than understanding the factors that promote the 
implementation of ideas into practice”. He further explained that while coming up with 
Phase 1 
• Budget/ABC costing, Performance Indicators 
& data analysis 
Phase 2 
• Generate ideas 
Phase 3 
• Evaluate and approve ideas 
Phase 4 
• Implementation Planning and approval  
Phase 5 
• Development of project (idea) specific KPIs 
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creative ideas in a group is relatively simple, realising new products, processes, or 
procedures in companies is challenging and time-consuming as there is often resistance to 
change as well as structural and cultural barriers. He further emphasised that the issues of 
implementation need to be understood before one can apply the knowledge of group 
creativity. 
Axtell (2000) listed the factors that were found to have the biggest effect on the 
implementation of ideas such as support from a team leader, higher team method, greater 
diversity of team responsibilities, support for innovation, and management participation and 
support.  
Further analysis by Axtell (2000) showed that involvement had its most profound impact at 
the implementation stage of innovation. He suggested that implementation is more 
successful where the individuals are involved from generating the idea to implementation, 
and where they have control of the implementation. Staff who made the most suggestions 
will apply them if there is a team environment which supports innovation, management or 
team leader support, control over their methods of working (individually or as a team), a 
wide range of team responsibilities, and if they are able to participate in decision making 
(Axtell, 2000). Thus companies should focus on management support to increase the 
success of idea implementation. Other areas to focus on are the development of broadly 
defined roles for teams, improving support from the team leader, and allowing teams to 
have control over the methods used.  
After conducting interviews with managers in health care, Holum (2012, p. 3) listed the 
general challenges for idea implementation as follows:  
a. “Unclear responsibility; 
b. The organisations readiness to change; 
c. Lack of time;  
d. Implementation policies, practices and climate; 
e. Lack of resources, power and rights;  
f. Differentiations in management style; and 
g. Too much administration and bureaucracy”. 
 
Oni (2008) shared Holum’s (2012) opinion by stating that due to industry environments and 
the competitive nature of the marketplace, meeting safety, scope, quality, time and budget 
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expectations, as well as any other stakeholder needs, is vital. He further asserted that “the 
successful execution of any piece of work depends on understanding what needs to be 
done, when and how and also includes understanding the cost, quality, labour and non-
labour requirements” (Holum, 2012, p. 4).  
Thi (2010) considered a project not only to be successfully implemented when meeting the 
internal performance measures of time, cost and technical performance, but also when the 
project is accepted by the customer. 
The definition of project implementation success has been modiﬁed by Thi (2010, p. 570) to 
include completion: 
a. “without changing the corporate culture; 
b. within the allocated time period; 
c. within budgeted cost; 
d. with minimum or mutually agreed upon changes in scope; 
e. at the proper performance or speciﬁcation level; 
f. when you can use the customer’s name as reference; and 
g. with acceptance by the customer/user”. 
 
Thi (2010) measured project management success from three viewpoints: “project 
manager’s view, sponsor’s view and client or customer’s view”. He also deﬁned successful 
implementation as “the level of satisfaction expressed by at least one of these three 
viewpoints which includes speciﬁc evaluation criteria such as technical performance, 
efﬁciency of project execution, managerial and organisational implications, personal growth, 
project termination, technical innovativeness, business performance, and user’s 
satisfaction”. Oni (2008) agreed with the above and elaborated that at the end of the day it 
is important that the “work owner” ultimately gets what he wants, when he wants it, at the 
cost for which he has provided, and at the quality he has defined. 
Thi (2010) demonstrated in his model (Figure 16) the relationship between the independent 
variables and project performance, and how it is affected by the project life cycle, project 
structure and project sectors (intervening effect). 
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Figure 16: Hierarchical regression analysis of success criteria, adapted from Thi & 
Swierczekb (2010) 
According to Thi (2010, p. 571), “the project life cycle consists of conceptualisation, 
planning, execution and completion”. He used this model to illustrate that the success of a 
project is dependent on the project life cycle, sector and project structure (Figure 16). 
Findings from the study conducted by Thi (2010) identified three factors that have a positive 
relationship with the success of a project, namely manager competencies, member 
competencies, and external stability. The relationship between the project management 
factors and success is more robust in the completion and implementation stages of a 
project. This indicates that the chances of project success can increase by enabling project 
managers to focus on the monitoring of projects during implementation.  
Oni (2008) defined project controls as “the application of knowledge, skills, tools and 
techniques to project activities, in order to establish appropriate baselines and procedures, 
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develop control techniques and facilitate proactive performance management by providing 
consistent, accurate and timely information to the project team and other stakeholders”.  
According to Oni (2008), project controls include project planning, calculating project 
performance, comparing measurements against the project plans, and taking corrective, 
mitigating, or improvement action assessed through projections and planning activities. The 
last phase of the Value Chain cost reduction process focussed on the measuring of project 
performance and taking corrective action to minimise deviation from the cost reduction 
projections.  
 Phase 6: Conclusion 2.11.1
Figure 17 below illustrates the inclusion of phase 7 to the Value Chain cost reduction 
process proven through the literature review. During the research in this chapter it was 
established that there are many external factors that influence the successful execution of 
projects. A project should be monitored constantly during execution and corrective action 
should be taken in time to ensure successful implementation.  
 
Figure 17: Value Chain Cost Reduction Process (First six phases) 
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Project managers should be aware of their and other stakeholders’ roles to ensure project 
implementation success. Project success drives business success and therefore it is 
important for companies to ensure that all new improvement ideas (projects) are 
implemented successfully. 
2.12 PHASE 7: TRACK AND REPORT PERFORMANCE OF SAVINGS IDEAS 
Snow (2006) and Maiga (2003) shared the opinion that companies need to have 
measurement systems in place to measure the adherence to plan. Rau (2004, p. 7) claimed 
that “for performance indicators to be meaningful, performance must always be viewed in 
the context of something else, either its own historic trends against a goal, plan, or 
expected value or against an established industry benchmark”. He further stated that “value 
is demonstrated by reporting trends, comparing results to norms, and establishing objective 
levels of performance as part of the program”. He noted that to obtain agreement on these 
objectives often proves more difficult than identifying, capturing, and reporting on the 
measures in the first place. The purpose of phase 4 in a cost reduction process is to 
develop a project plan. This company will thus track the actual performance measured in 
this phase against the planned values determined in this planning phase. During phase 5 
the project KPI’s and their targets were developed, against which actual performance can 
be tracked.    
Rau (2004) argued that to develop a comprehensive Performance Measurement and 
Reporting System, a bottom-up approach to metrics identification is also required. This is in 
line with the hierarchy of performance measures designed by Parmenter (2001) as 
illustrated in phase 1 of the cost reduction process. These KPI’s will now be used as inputs 
to the overall company dashboard or performance measure and reporting system. 
Rau (2004, p. 9) explained that “to measure the effectiveness of a process, outputs are 
compared to the process objective and measures of effectiveness are specified by defining 
how to measure the timeliness, quality, and completeness of the output”. He further noted 
that “to measure efficiency, outputs are compared to the amount of resources consumed by 
the process”.  
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Rau (2004) suggested that the initial set of performance measures be refined and revised 
at the first review meeting. He suggested that automation of the KPI’s can only be 
considered once they have been used for a while and some action steps have been taken 
to improve performance.   
According to Heidrich (2010, p. 385), “one of the major reasons most companies struggle 
with improvement projects performances during the implementation is the lack of 
intellectual control over these projects and for determining the performance of their 
processes and the quality of the produced products”. He further argued that there is often a 
lack of systems support for noticing and responding to critical projects. Rau (2004, p. 8) 
agreed, stating that IT is essential to enabling businesses to react to these new challenges. 
He further noted that “IT is ideally positioned for measuring and reporting results, enhancing 
business performance, reducing costs, and improving customer care”.  
According to Snow (2006) and Heidrich (2010), companies have begun to use so-called 
software cockpits, otherwise known as dashboards, for systematic quality assurance and 
management support. Rau (2004) shared Heidrich’s (2010, p. 386) opinion and defined a 
dashboard as a concise graphical image of KPI’s. He further noted that “this image can be 
viewed on the company’s intranet in real-time, with drill-down capabilities that permit 
analysis of areas of particular interest to the stakeholder”. Heidrich (2010) compared a 
dashboard with an aircraft cockpit, which merges all the appropriate information for 
monitoring and control purposes in a central location.  
Snow (2006) defined the difference between scorecards, dashboards and performance 
alerts as follows: 
A scorecard was defined by Snow (2006, p. 18) as “a software application that shows 
progress toward strategies, goals and objectives by using key performance indicators”. He 
further stated that scorecards are different to dashboards in two important ways - 
scorecards can have many perspectives, and they apply a management methodology that 
maps strategy. 
A dashboard was defined by Snow (2006, p. 18) as “a reporting tool that consolidates 
aggregates and arranges measurements, metrics (that is, measurements compared to a 
goal) and sometimes scorecards on a single screen so the information can be monitored at 
a glance”.  
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A performance alert was defined by Snow (2006, p.18) as a “notification via email, a portal 
or a wireless device of a key trend or business event (such as customer or supply chain 
activities) that is associated with a goal”. 
Snow (2006) described the major uses of the scorecards as the alignment of operations 
with the company’s strategy and goals, improved decision-making, business process 
performance, enhanced use of company resources, and benchmarking against competitive 
targets. Scorecards measure real-time performance, allowing the company to make 
decisions and rectify performance deviations to ensure project and company success.  
A project manager can use a dashboard to get oversight of the condition of the project, 
while a quality assurance manager can use it to ascertain the quality of the product or 
service. Heidrich (2010) stated that dashboard functionality can benefit any role in a project, 
adding that different dashboards provide different benefits to the projects and services on 
offer, and that it also depends on the business’ goals, the maturity of the process, the 
project team’s experience, amongst other factors.  
 Tracking and reporting administration 2.12.1
Kaczmarek (2008) argued that best practice companies track and report their savings with 
a degree of rigour, which makes the savings figures accurate and trustworthy. Behind the 
reporting these companies have a detailed data collection and documentation system in 
place to ensure an audit trail for each of the savings reported.  
The documentation also includes detailed calculations on how these savings were 
calculated before reporting the performance against the set targets. 
Due to the fact that the department and company need to report these savings on a 
monthly basis, the company should develop a systematic way to collect the data 
(Kaczmarek, 2008). This system should be sufficient to demonstrate that the savings are 
genuine. 
A typical tracking and reporting system should include the following three parts 
(Kaczmarek, 2008): 
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Savings Log 
The savings log should provide detailed information on all the relevant factors, from the 
date the idea was approved to who the initiator was, implementation starting date, savings 
amount etc. 
Backup documentation 
The purpose of the backup documentation is to show how the savings were calculated and 
which data was used to calculated the savings. More complex ideas will typically have more 
than one sheet to show how it was calculated. It should be sufficient for an external person 
to review the calculations and agree that it was correctly reported. 
Duplicate copy 
A backup system should be in place to recover savings information should it be necessary 
to do so. Kaczmarek (2008, p. 68) concluded by saying that “best practice savings reporting 
processes are consistent, well documented, and believable”.  
 Phase 7: Conclusion 2.12.2
Figure 18 below illustrates the inclusion of the last phase, phase 7, to the Value Chain cost 
reduction process verified through the literature review in this chapter. 
This phase focussed on the tracking and reporting of the actual performance of the cost 
reduction projects and the different reporting systems and methods to report performance. 
The actual performance will be compared against the budget, project implementation plans, 
project KPI’s and targets etc.  
The early detection of deviations and the implementation of corrective action will play a 
major role in the success of a Value Chain cost reduction project. 
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Figure 18: Value Chain Cost Reduction Process (First seven phases) 
 
2.13 DETAIL FINDINGS 
During the literature review in this chapter, several sources were used to develop each of 
the phases in the Value Chain cost reduction process. Figure 19 below illustrates the seven 
phases of the Value Chain cost reduction process. A survey was used to confirm these 
seven phases, which form an integral part of the study, to develop an integrated Value 
Chain and Procurement cost reduction process. Figure 19 Phase 8 was added to track and 
report the performance of the integrated Value Chain and Procurement cost reduction 
processes to top management and the shareholders of the company.   
 
Phase 
1 
• Budget/ABC costing, Performance 
Indicators & data analysis 
Phase 
2 
• Generate ideas 
Phase 
3 
• Evaluate and approve ideas 
Phase 
4 
• Implementation planning and  approval 
Phase 
5 
• Development of project  (idea) specific 
KPIs 
Phase 
6 
• Implementation of ideas 
Phase 
7 
• Track and report savings 
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Figure 19: The Value Chain Cost Reduction Process  
 
Phase 1 
• Budget/ABC costing, Performance 
Indicators & data analysis 
Phase 2 
• Generate ideas 
Phase 3 
• Evaluate and approve ideas 
Phase 4 
• Implementation planning and 
approval 
Phase 5 
• Development of project  (idea) 
specific KPIs 
Phase 6 
• Implement ideas 
Phase 7 
• Manage Project/ Track & Report 
Savings 
Phase 8 
• Report all savings to company 
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3.1 INTRODUCTION 
According to Ball (2005, p. 7) senior executives in organisations have realised that on 
average, 50% or more of an organisation’s operating budget results in purchased inputs or 
those funds flowing through the purchasing department, resulting in purchased goods and 
services. Ball (2005, p. 8) believed that “the decisions made by purchasing professionals in 
spending these funds can largely determine the financial viability of the organisation”. He 
further noted that “all of these issues serve as a driving force that continues to influence the 
visibility of purchasing and its role in creating customer value and helping organisations 
achieve greater strategic success”. The role of procurement in the modern world cannot be 
over-emphasised. Having oversight over such a big proportion of spend makes the 
department an integral part of controlling the profitability of the company and therefore they 
should be part of the decision making process.  
McKenna (2011) highlighted some of the strategic roles of top management on purchasing 
functions today: 
a. “Internal integration of purchasing with other functions 
b. Financial and technological assistance to suppliers 
c. Joint-problem solving and planning with suppliers 
d. Representation suppliers in company’s continuous improvement program 
e. Cost information sharing” 
 
Based on the strategic role of management as indicated above, it can be concluded that 
purchasing is no longer just a supporting function, as it influence the whole Value Chain 
and includes relationship management of suppliers.  
Leading-edge purchasing departments are teaming up with top suppliers to spur innovation, 
identify new products and market access opportunities, apply joint expertise to product 
development, and provide new intelligence for strategic decision making (Ball, 2005). 
Thawiwinyu (2009) shared Ball’s (2005) opinion that purchasing is shifting its focus from 
daily procurement activities to long term, value-adding purchasing and supply chain 
initiatives.  
The procurement process, which focuses on long term value adding purchasing, Value 
Chain initiatives, quality improvement and cost reduction, is called Strategic Sourcing. 
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McKenna (2011) supported both authors by stating that reducing costs should not be the 
only goal of Strategic Sourcing, but rather one made in conjunction with risk reduction, 
improving quality and fostering innovation. 
According to Engel (2004, 79), “Strategic Sourcing is an organised and collaborative 
approach to leveraging targeted spend across locations with selected suppliers that are 
best suited to create knowledge and value in the customer-supplier interface”. He further 
emphasised the importance of operating in a collaborative manner. “Strategic Sourcing is 
organised since some type of methodology or process is needed; it is collaborative since 
one essential requirement for any successful Strategic Sourcing effort is that of getting 
functional elements other than Procurement involved in the decision making and evaluation 
process”. 
Cuomo (2013, p. 12) agreed with Engel’s (2004) definition of Strategic Sourcing, although 
in his own definition he focussed more on the detailed internal processes. He specifically 
highlighted the reduction of the Total Cost of Ownership (TCO), and defined Strategic 
Sourcing as:  
a. “A procurement approach that utilises a structured, market-based process to gather 
data, conduct quantitative analysis and apply expert qualitative judgments to secure 
the best value in purchasing.  
b. Applies a total cost of ownership (TCO) methodology to determine true cost. 
c. Savings are achieved by identifying and establishing the best ways to use and 
purchase goods or services and by leveraging buying power”. 
 
Ball (2005, p. 9) used a more high level approach of Strategic Sourcing in his definition and 
defined it as “a systematic process that directs purchasing and supply managers to plan, 
manage, and develop the supply base in line with the organisation’s strategic objectives 
and in a manner that optimises the contribution of the supply base to the organisation”.  
 
Kaczmarek (2010, p. 56) combined the definitions of Ball (2005) and Cuomo (2013) to a 
certain extent by defining Strategic Sourcing as “a disciplined, systematic process of 
analysing corporate expenditures and developing strategies to reduce the total costs of 
externally purchased materials and services”. The biggest difference between standard 
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contracting and Strategic Sourcing is the preparatory work that goes into the effort. 
“Strategic Sourcing starts with opportunity assessment and spend analysis, category 
analysis including specification development, market research that may or may not include 
a request for information (RFl), and - with all that information available - deploying a 
strategy around the best way to approach the spend” (Kaczmarek, 2010, p. 56). 
The strategy and its implementation is what make Strategic Sourcing such a powerful tool. 
Strategic Sourcing is about applying resources in an optimal way to maximise the outcome 
for the organisation. “Strategic Sourcing focuses on the total cost of ownership, not just 
price and it looks at the entire supply chain, not just the internal” (Kaczmarek, 2010, p. 56). 
Cuomo (2013, p. 2) supported Kaczmarek (2010, p. 56) by highlighting some differences 
between Strategic Sourcing and Transactional Purchasing: 
a. “Strategic Sourcing focuses on upfront data analysis. 
b. Strategic Sourcing includes the development of a category strategy to identify usage 
patterns and needs, including best practices. 
c. In Strategic Sourcing the Total Cost of Ownership (TCO) methodology examines a 
broad spectrum of cost drivers which may be incorporated in the evaluation of the 
good or service being procured”. 
 
According to Ball (2005), Strategic Sourcing helps to develop supplier relationships based 
on market knowledge, the commodity, and the long-term business objectives. Strategic 
Sourcing can be described as a sourcing process whereby organisations choose suppliers 
in a deliberate, calculated fashion. 
Ball (2005) emphasised that supplier selection decisions are determined based on factors 
such as a supplier’s new product development capabilities and capacity to share 
information electronically, or the ability of a supplier’s component to differentiate the final 
product. 
He further stated that “with Strategic Sourcing, organisations analyse and decide on 
suppliers based on the strategic impact of potential suppliers and commodities on the 
organisation or supply chain, instead of simply awarding supply contracts to suppliers with a 
narrow focus on lowest bid”. Companies in modern times cannot only focus on operations; 
they are forced to join the strategic war, by making use of Strategic Sourcing as their latest 
weapon to strengthen their attack.  
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 Why implement Strategic Sourcing processes? 3.1.1
Gager (2004) highlighted that estimates showed that mid-sized US companies miss the 
opportunity for supplier savings in excess of $134 billion due to inadequate sourcing 
competencies. This amount of money could mean the difference between bankruptcy and 
profitability. Gager (2004) further emphasised that there are two views on Strategic 
Sourcing - operational and strategic. 
Some of the benefits on the operational side, said Gager (2004), included cost 
improvements, cycle time reductions, improved inventory turns, transaction reductions, 
higher service levels, inventory reductions and improved quality initiatives, while strategic 
benefits have improved profitability, competitive positioning, improved reaction time to 
market conditions, utilisation of supplier expertise, outsourcing possibilities, and true 
partnering with suppliers. 
The benefits that are mentioned in the operational and strategic views give users of the 
Strategic Sourcing process such an overwhelming competitive edge in the market place 
that non-user competitors will struggle to survive.   
Gager (2004, p. 4) also noted that “world-class companies that have successfully 
implemented Strategic Sourcing recognise that a strong commitment internally, partnered 
with an innovative supplier base, are a valuable part of an organisation that focuses on 
reducing waste, non-value added activities and costs”. One of the biggest value adds of 
Strategic Sourcing is the integration of supplier innovation into the company. Suppliers can, 
with innovative products, create a competitive advantage for the company.   
Cuomo (2013) agree with Gager (2004), saying that companies should implement Strategic 
Sourcing to assist them to make procurement decisions based on data and facts, to obtain 
better service levels, and to provide best value contracts. 
According to Kaczmarek (2010), a robust Strategic Sourcing programme will provide many 
benefits. The company can determine when and how to approach the different spend 
categories and concentrate on those most important, use true commitment and 
standardisation, enhance the status of the supply chain, and be responsible for significant 
savings through better pricing and reduced total delivered cost.  
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Engel (2004, p. 2) supported this and added to the above the following benefits of Strategic 
Sourcing, including but not limited to:  
a. “Forces us to operate collaboratively across business units. 
b. Encourages us to think creatively about Supplier Relationships. 
c. Requires us to develop new thinking about Performance Metrics. 
d. Will lead to better quality improvement issues”. 
 
Based on the definitions and the benefits of Strategic Sourcing, it is clear that companies 
need to implement and drive strategic benefits in order to be more competitive in a world 
with considerable cost pressures and uncertainty. Companies need to fully understand the 
detail of the process in order to implement Strategic Sourcing successfully. The next 
section will focus on the seven phase found in the Strategic Sourcing process.  
3.2 THE SEVEN PHASES IN THE STRATEGIC SOURCING PROCESS 
 Introduction 3.2.1
This section focusses on the detailed phases found in the Strategic Sourcing process. It is 
important to note that the different authors all refer to the seven phases or steps of the 
Strategic Sourcing process, although the phases are slightly out of sync or overlap. This is 
mainly due to some authors including the preparation of the process and the team selection 
as the first phase, while others start by focussing only on the process itself. Each of the 
seven phases/steps will now be discussed in detail. 
3.3 PHASE 1: SELECT TEAM/ SPEND ANALYSIS/ WORK PLAN DEVELOPMENT 
 Identification of spend areas  3.3.1
According to Engel (2004), spend areas are usually identified by top management and 
involves the selection of areas in the company that could lead to process improvement and 
cost reduction. Any improvement project can only work with the necessary commitment 
from top management, which is normally the case when an improvement project matches 
the company’s strategy and goals. Substantial business improvement success is only 
possible if top management selects projects that affect as many areas as possible in the 
business.  
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If a specific business unit has the biggest spend, then a local sourcing effort would be more 
appropriate (Engel, 2004). This is true as the biggest opportunities exist where the biggest 
spend takes place. Focussing on big spend areas first will allow the company to get to the 
‘low hanging fruit’ first. 
 Creating and developing a Sourcing Team  3.3.2
In this phase, the establishment of the Strategic Sourcing team for a specific product or 
service is an essential step for the success of the implementation of the sourcing process, 
as these team members will plan the process, analyse all the data from the product and 
supplier, formulise the sourcing strategy and implement the expected benefits to the 
company.  
According to Engel (2004, p. 3), “most initiatives in Strategic Sourcing provide team 
members by seconding them on a part time basis”. The implementation of a Strategic 
Sourcing process for a specific product is seen by departments as a project to improve the 
company’s current financial position. It is thus a project that has a starting date and end 
date. This means that the company cannot employ additional people for a short duration, 
although such a sourcing process for a specific product can take up to a year to complete, 
depending on the complexity of the product, the industry and the supplier base. “Rarely do 
sourcing initiatives have the luxury of having full time team members devoted to just the 
sourcing effort”, according to Engel (2004, p. 3). Strategic Sourcing is a process where 
collaboration is critical to the success of the process. This means that getting departments 
and functions involved is crucial to the sourcing effort. The process thus relies on the 
commitment of senior managers across the business to eliminate or reduce resistance at 
operating levels.   
“Team members must be selected across most functions of the organisation such as 
finance, accounting, engineering, maintenance, operations, human resources, tax, research 
& development, information technology, health/environmental/safety, marketing, sales, and 
others” (Engel, 2004, p. 3). The reasons for the involvement of so many role players across 
the business will become clear during the discussion of the detail phases found in the 
Strategic Sourcing process.  A cross functional team will add value throughout the process, 
from product/service selection, to implementation and benefits reporting to ensure 
realisation of the expected company benefits.  
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 Development of a strategy and work plan 3.3.3
After the team selection, it is important that the team members from the various 
departments in the company develop and agree on a work plan for the successful 
implementation of the sourcing process.  According to Cuomo (2013), after the team 
selection is complete the members should conduct a kick-off meeting, where they can 
identify and prioritise opportunities and finalise a work plan.  
Engel (2004) explained that this phase involves the development of a strategy on how to 
approach the identified spend area. He elaborated that “the team will normally develop a 
charter or mission statement with specific goals and objectives”. It is essential that the team 
understands the future requirements of the product as well as the capabilities of the 
suppliers. They will identify and establish timelines and milestones as a road map to 
accomplish the team’s objectives (Engel, 2004). After agreeing on the high level strategy 
the team members should also finalise a more detailed day-to-day work plan. This is 
important to ensure that all the members understand their different roles and what is 
expected of them. This will also give them early insight of what the expected work load will 
be, considering that most of them will still have their normal responsibilities in their current 
jobs. Cuomo (2013) listed some of the activities that should be included in a typical work 
plan as: 
a. Industry, customer and vendor analysis. 
b. Regular team meetings. 
c. Define category scope. 
d. Obtain copies of existing contracts. 
e. Identify potential spend for procurement. 
 
The activities listed above are hardly an indication of all the activities that could take place 
during a sourcing process.  The purpose of this chapter is to list and discuss all the 
activities that do take place during a detailed sourcing process of a specific product. An 
essential part of this phase is to develop a communication plan that outlines how the team 
will convey updates and progress. Engel (2004, p. 4) noted that “an effective and constant 
communication will keep the company informed and provide a key element of credibility to 
the project”. The purpose of this communication is to keep all decision makers who will be 
influenced in this specific spend area involved in the direction of the sourcing process.  
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 Data collection and analysis  3.3.4
Gager (2004) suggested that all the materials and services that are sourced by the 
company should be evaluated for similarities and broken down into commodity categories. 
He further noted that this phase should start with data cleansing. Data cleansing is a 
process that is used to create the different commodity categories by selecting and grouping 
similarities and creating different categories. Commodities can be grouped by region, 
specification, usage, supplier, application, etc. He also noted that the development of the 
category baseline helps the company to make informed and intelligent decisions going 
forward. Commodity data can be used to determine buying patterns, one-time purchases, 
high volume buys, what volume is with what supplier, etc. Due to the visibility of the spend, 
the baseline will help to identify improvement and savings opportunities that can be used to 
formulise sourcing strategies.  
The model in Figure 20 below illustrates that the best commodities to focus on are those 
where the capturing is fairly easy and the savings opportunities are the biggest, explained 
Gager (2004).  
 
Figure 20: Data collection and analysis, adapted from Gager (2004)  
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The best opportunities are where the largest spend takes place; even a small percentage of 
a big spend can be a fairly big saving for a company. Gager (2004) concluded by 
emphasising the importance of data collection and analysis in this phase, as this will enable 
the company to clearly identify the specifications for each item in a specific product 
category. This important step will enable the company to leverage spending and negotiate 
preferential contracts, leading to crucial savings which will improve the company’s bottom-
line. 
 Phase 1   Conclusion 3.3.5
Figure 21 below illustrates the first phase of the Procurement (Strategic Sourcing) cost 
reduction process developed through the literature review during this chapter. The activities 
that were identified in this phase of the sourcing process are team selection, data collection, 
spend analysis and work plan development.   
 
 
Figure 21: Procurement Cost Reduction Process (Phase 1) 
3.4 PHASE 2: ACCESS REQUIREMENTS AND INTERNAL/EXTERNAL ANALYSIS 
In the previous section the data collection and analysis that was conducted was all about 
the spend and categorisation of the product or service. This also identified who used the 
product or service within the company, how many were used, from which supplier it was 
purchased, at what price etc. The focus now shifts to the internal analysis of the future 
product and service requirements, specifications, volumes, prices, etc.   
 Conduct an internal assessment 3.4.1
According to Ball (2005), it is essential that the team has a good understanding of the 
product and service, as well as all the related spend analysis information, before acquiring 
new information regarding future requirements. Cuomo (2013) shared Ball’s (2005) opinion 
by noting that in this phase, procurement should gather data and analyse business 
requirements to develop cost reduction opportunities.  
Phase 1 
• Team selection/data collection/spend 
analysis/work plan development 
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It is important to note that not all team members are directly involved with the product or 
service on a daily basis, which can create problems for team dynamics going forward.  
To overcome this problem it is essential that everyone has access to the same information 
to ensure that future decisions will be based on a common strong foundation.  
Ball (2005) argued that the team should ensure they know why the types and grades of 
products are specified, which consumers at operating units are using the product, who the 
existing supplier is and what the relationship with them is, as well as have insight into their 
purchasing processes.  
Although Cuomo (2013) acknowledged Ball’s (2005) point of view, he focussed on the key 
activities of the team in this phase instead of the information requirements. He highlighted 
that in general, most team members know what information is important to select and 
implement sourcing strategies, but they are not always sure how to obtain the information 
or what to do to ensure a successful sourcing event. The main activities which Cuomo 
(2013) highlighted were that the team should compile category data/information, compile 
detailed data request information into one cohesive document, identify addressable and 
non-addressable spend, brainstorm and document ideas with team members and Soma’s 
(Subject Matter Advisors), and revise contractual scope, spend and savings. 
McKenna (2011) had a slightly different approach to Ball (2005) and Cuomo (2013) in this 
phase, and felt that the team should rather focus on the assessment of current 
competencies. According to McKenna (2011), the assessment should include what the 
company does well, uncover weaknesses that can be improved upon, evaluate how the 
current supplier base performs, establish a baseline of where the company is at today, and 
evaluate the structure of the procurement functions. Although the above authors had their 
own focus areas in the internal analysis phase, the important role of the internal analysis as 
an important step in the journey to reduce procurement costs cannot be over emphasised.  
Some other key activities in this phase which Cuomo (2013) mentioned, but which is not 
included by the other authors, are to conduct an industry analysis and to build a Total Cost 
of Ownership (TCO) model for each commodity. Cuomo (2013) described the key 
components of the industry analysis process by means of the diagram in Figure 22 below:  
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Figure 22: Industry Analysis Overview, adapted from Cuomo (2013) 
 
A very important activity that Cuomo (2013) listed is the inclusion of the Total Cost of 
Ownership in this phase. Gager (2004) supported this by noting that the TCO model is one 
that helps to ensure that the total cost of the commodity is calculated rather than just the 
price of the commodity. Figure 23 below illustrates an example of the different cost 
components which makes up the total cost of a commodity.  
This is crucial information which will enable the team to drive down all costs attached to the 
commodity and not just the purchase price. The ideal is that the team should come up with 
ideas and strategies to address each of the costs attached to the commodity.    
McKenna (2011) supported the above but also added that companies should find answers 
to costs such as the cost of stock outs, shortages, and the impact of currency due to 
location of key suppliers. These are typical costs that are overlooked by the businesses 
when choosing between two suppliers.  
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Figure 23: Total Cost of Ownership, adapted from Cuomo (2013) 
 
The internal analysis above illustrates the detail of internal information that is required in the 
Strategic Sourcing process and the impact it has when selecting suppliers. The following 
section will now focus on the external analysis which includes the suppliers and external 
market factors.   
 External analysis 3.4.2
Ball (2005) included market or supplier assessment in phase 2 of the Strategic Sourcing 
process, as did McKenna (2011), Engel (2004) and Cuomo (2013). An analysis of the 
supplier’s marketplace and an evaluation of a supplier’s cost components will help to pre-
qualify suppliers. Ball (2005) further mentioned that the data that should be analysed 
includes evaluation criteria, pricing structure, delivery and service requirements, product or 
service specifications, and financial terms and conditions. 
McKenna (2011) supported this when he suggested that the team should gather market 
information by asking; ‘Who are the key suppliers by product category?’, ‘What are the key 
drivers?’, ‘Do any geographic constraints exist?’, and ‘What macroeconomic factors, if any, 
may impact supply?’ He further noted that understanding a supplier’s production and 
technical capabilities reduces risk by having knowledge of the supply chain and establishing 
multiple sources for key materials.  
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Engel (2004) added that if necessary, suppliers need to be interviewed to obtain information 
about issues such as financial stability, quality programmes, service capabilities and 
organisational structure, etc. He stated that this information can help to decide which 
suppliers need to receive a Request for Information (RFI). According to Engel (2004, p. 4), 
“In general RFI's are designed to gather data on suppliers regarding their plant locations, 
references from clients, pricing structure, quality standards and a mired of other than price 
issues”.  
Ball (2005, p. 9) emphasised that “a communication plan is executed that will attract 
maximum supplier interest, ensure that every supplier competes on a level playing field, 
and enable the buying organisation to arrive at an optimum selection decision”. Not 
attracting enough suppliers forces the company to select one that does not necessarily 
bring maximum benefits to the company, due to the fact not enough competitiveness was 
created between suppliers. The communication plan is therefore crucial to help reduce the 
Total Cost of Ownership. Companies tend to underestimate the value of the communication 
plan and therefore do not spend enough time on this small but valuable ingredient for a 
successful sourcing process.    
Selecting the right suppliers is critical to the success of the Strategic Sourcing process. The 
acquired products or services have a direct impact on the company’s costs, quality and 
throughput performance. These are the inputs to the internal Value Chain and therefore 
influence the output of the final products and services of the company.   
 Phase 2:  Conclusion 3.4.3
Figure 24 below illustrates phases 1 & 2 of the Procurement cost reduction process 
developed through the literature review during this chapter.  
 
 
Figure 24: Procurement Cost Reduction Process (Phases 1 & 2) 
Phase 1 
• Team selection/data collection/spend 
analysis/work plan development 
Phase 2 
• Access requirements/internal & 
external analysis 
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3.5 PHASE 3: DEVELOP STRATEGY/ SHAPE VALUE PROPOSITION 
According to Gager (2004), with the information gathered during the research, data 
analysis, specification development and commodity classifications, it is now possible to 
start with the sourcing strategy. Ball (2005) and Cuomo (2013) supported this as they too 
had shown the development of sourcing strategies as the next phase in their Strategic 
Sourcing process. Ball (2005, p.9) agreed with Cuomo (2013), highlighting the fact that “the 
combination of the previous phases, the internal assessment, the market assessment, and 
updated supplier information provides important input to developing a sourcing strategy”. 
These previous phases allow the company to gather enough facts to base their future 
decisions on. The team can now, with confidence, start to develop commodity sourcing 
strategies in order to realise benefits for the company.    
According to Ball (2005, p. 10), the sourcing strategy for the category will depend on three 
factors: 
a. “How competitive is the supplier marketplace?  
b. How aligned are your organisation’s users on the need versus opportunity to test 
incumbent relationships?  
c. What alternatives to a competitive assessment exist for the organisation in this 
category or closely related categories? “ 
 
The competitiveness question can be answered by comparing the TCO for different 
suppliers. The TCO information thus plays a major role in the development of sourcing 
strategies. According to Cuomo (2013, p. 12), “companies need to develop the category 
strategy based on research conducted in earlier phases in the sourcing process to reduce 
the Total Cost of Ownership”. Gager (2004) acknowledged the opinion of Cuomo (2013) by 
noting that companies need to consider total cost of ownership as part of the decision 
making criteria when developing sourcing strategies. 
Different strategies can be adapted by a company to reduce the TCO. Typical strategies 
used are best price, volume leverage, strategic relationship, demand management and 
process improvement, as indicated in Figure 25 
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Figure 25: Category Sourcing Strategy, adapted from Cuomo (2013)  
 
Another strategy available is the offshore sourcing of products. Gager (2004, p. 4) noted 
that “Offshore sourcing is becoming a necessity in today’s global economy, so it is 
important that companies look at opportunities outside of traditional borders to maximise 
margins and profitability and assure no interruptions to the supply chain”. This type of 
strategy can have enormous benefits to the company but it also increases their risk. Gager 
(2004, p. 4) elaborated by saying that “If the decision is made to go off-shore for sourcing, 
the company must know the supplier and the risks involved, including current technology 
knowledge, communication, government stability, currency fluctuations, etc.” 
Leverage consolidation (Figure 26) is also a popular sourcing strategy that companies use 
to reduce their TCO. Gager (2004, p. 5) explained that “Leverage consolidation is simply 
taking the data that has been collected, analysed, commoditised and identifying trends for 
product lines, substituting like products for less costly ones, reducing the supplier base”.   
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Figure 26: Leverage Consolidation, adapted from Gager (2004)  
 
Data analysis tracks how much the company is spending on certain commodities and the 
amount spent with each supplier. Gager (2004, p. 5) suggested that “By combining all 
purchases across all divisions and/or departments the company begins to see the benefits 
of leveraging aggregate pricing discounts, transaction cost reductions, preferential 
payments terms”. From a supplier perspective, signing a contract with a client that 
guarantees a regular sizable order that creates sustainable profits is ideal.  
Suppliers are more than willing to pass on some benefits to the client when winning such a 
big contract, thus creating a win-win situation. The sourcing strategy is therefore successful 
in reducing the TCO for the company. 
 Phase 3:  Conclusion 3.5.1
Figure 27 below illustrates the Procurement cost reduction process as developed through 
the literature review in this chapter. Developing the sourcing strategy is one of the key 
phases of the Strategic Sourcing process, as this determines how much the Total Cost of 
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Ownership will be reduced and how many other benefits the company will gain by using the 
Strategic Sourcing process.  
 
 
Figure 27: Procurement Cost Reduction Process (Phases 1 - 3) 
 
3.6 PHASE 4: SCREEN SUPPLIERS, ISSUE RFI/ P/ Q, IMPLEMENTATION PLANNING 
 Relationship restructuring 3.6.1
The phases that are applied during the Strategic Sourcing process according to Gagger’s 
(2004) model include research, data analysis, specification development, commodity 
classification, determining the sourcing strategy and consolidating family product lines. 
Gager (2004) suggested that this phase should include the bidding preparation, the bidding 
and supplier selection process. Ball (2005) and Cuomo (2013) agreed with the content and 
purpose of this phase as both had the same in their Strategic Sourcing models. 
According to Cuomo (2013), the team should use the information received from the RFI’s to 
develop criteria for evaluation, as the evaluation performance of the suppliers will help to 
select the companies with development potential. 
Engel (2004) supported this by stating that this phase should start by reviewing the 
complete RFI received from the suppliers in order to select those that will be invited to take 
part in the Request for Proposal (RFP) process.  
Cuomo (2013) specifically mentioned the development and process of evaluating the RFP 
responses, whereas the other authors assumed there would be existing criteria to evaluate 
a supplier. It is thus important to revisit the old evaluation criteria previously used in the 
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tactical sourcing process. These evaluation criteria will determine which supplier will be 
selected to build a long term relationship with.  
Cuomo (2013, p. 13) listed the specific activities that should take place in this phase as 
follows: 
a. “Finalise vendor evaluation criteria. 
b. Develop scoring (Evaluation) document. 
c. Conduct vendor analysis”. 
 
Ball (2005) noted that the RFP will help to select and pre-qualify suppliers. It includes 
pricing structure, delivery and service requirements, product or service specifications and 
financial terms and conditions. During the RFP preparation process it is important to decide 
upfront how the RFP’s from the different suppliers will be evaluated and how the final 
suppliers will be selected. Cuomo (2013) supported Ball (2005) when he suggested that the 
team needs to decide which companies will receive a RFP. In this step the team evaluates 
the commercial proposal and pricing structure to determine who has the greatest potential 
for the sourcing initiative. Once approval / concurrence have been established, the RFP’s 
are sent out. 
According to Engel (2004), after receiving the RFP’s back the evaluation process can start. 
This process entails developing a business case, performing a GAP analysis and 
establishing the evaluation criteria to select potential supplier(s). Engel (2004) highlighted 
Total Cost of Ownership, Total System Cost and Performance Metrics as three very 
important criteria to consider when selecting suppliers.  This is in line with the Strategic 
Sourcing models of Ball (2005), Cuomo (2013) and Gager (2011). 
Engel (2004) distinguished between Total Cost of Ownership (TCO) and Total System Cost 
(TIC), describing TCO as the true cost of any product or service. This, he said, consists of 
the Acquisition Cost + Operating Cost + Maintenance Cost + Training Cost + Warehousing 
Cost, less any salvageable value. He suggested that the team should make their ultimate 
decision based on what is the best value, not the lowest unit price. 
TIC, on the other hand, involves not only the price paid for the goods or services, but also 
the interaction costs between a company and its suppliers and buyer costs. This can be 
described as Supplier Costs + Supplier Profit + Interaction Costs + Buyer Costs. 
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Cuomo (2013, p. 14) suggested that “during this phase the company should develop and 
distribute the solicitation document and score the vendor responses according to a 
complete set of decision criteria based on total cost of ownership”. He included the 
development, distribution, evaluation and scoring of the Solicitation Document as the key 
steps that should take place during the supplier selection process. 
According to Gager (2004, p. 5), “the identification of suitable suppliers is critical because 
the company can negotiate the best price, delivery, payments terms, etc. but if the supplier 
isn’t stable or in partnership then what good will great pricing do for your company?” He 
further argued that when seeking out suitable suppliers, it is important to consider if they 
have a: 
a. “Strong commitment to environment, health and safety. 
b. Cost competitive culture. 
c. Financial stability. 
d. ISO certifications. 
e. Commitment to organisation’s requirements 24/7. 
f. Willingness to share ideas and processes improvements.” 
 
The performance of the company can be negatively affected when the expected benefits 
from the sourcing process are not realised due to the suppliers failing on some of the above 
mentioned requirements.    
According to Gager (2004, p. 6), “Strategic Professionals will understand the true 
importance of the supplier, the balance of supply and demand, new entrants into the 
marketplace, consolidations, alternatives, supplier capabilities, and overall strategic 
alliances”. He further noted that once this is achieved then the ultimate “Lowest Total cost 
of Ownership” will be achieved. 
 Phase 4: Conclusion 3.6.2
Figure 28 below illustrates the Procurement cost reduction process developed through the 
literature review during this chapter. This section highlighted the selection criteria, RFI, 
RFP, RFQ and the importance of selecting the correct suppliers; the company is only as 
strong as its weakest supplier.  
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Figure 28: Procurement Cost Reduction Process (Phases 1 - 4) 
 
3.7 PHASE 5: CONDUCT COMMERCIAL EVENT/NEGOTIATE/FINALISE CONTRACT 
 Negotiate/ select suppliers  3.7.1
Ball (2005) believed that the sourcing team should apply its evaluation criteria to the 
supplier responses and if additional information is required, then the suppliers should be 
contacted to obtain the information. It is very important that all information should be 
available to be able to evaluate and compare the different suppliers, as missing information 
can lead to poor supplier selection. 
It is recommended that the selection process should start with a larger number of suppliers 
than required and then narrow it down to a few finalists. Engel (2004) supported the view of 
Ball (2005) by stating that the team may elect to “short list” the suppliers to begin the 
negotiating process.   
Ball (2005, p. 9) mentioned that “if the sourcing team uses an electronic negotiation tool, 
more suppliers may be retained in the process longer, providing greater opportunities for 
success among diversity suppliers”. The reason for this is that electronic negotiations are 
not as labour intensive as face-to-face negotiations and therefore more suppliers can be 
selected when the negotiations begin.  
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After the selection of suitable suppliers the company can prepare for the negotiations. 
Cuomo (2013) acknowledged Ball (2005) by suggesting that the team should develop Fact-
Based Negotiation Packages before negotiations. According to Cuomo (2013, p. 13), “Fact-
Based Negotiation Packages are intended to prepare and arm the negotiating team with the 
facts necessary to reach the desired outcomes”.  
Gager (2004, p. 6) supported this when he stated that “previous steps should be used to 
have a clear understanding of what the company wants at what price and when”. He 
emphasised that the main steps in the negotiation phase should include the development of 
the Fact-Based Negotiation Package, the planning and execution of Fact-Based 
Negotiations and the implementation of the sourcing decision. 
Cuomo (2013, p. 9) noted that “Fact-Based Negotiations rely on data and analytics to 
effectively communicate the company’s key messages, rather than relying on personal 
opinions or experience”. Figure 29 below illustrates the main process necessary to structure 
the Fact-Based Package. This is critical to the success of the company strategy to create a 
win-win solution.  
 
 
Figure 29: Fact Based Negotiation Package, adapted from Gager (2004) 
 
A key component of Fact-Based Negotiations is coming prepared with a maximum 
supportable solution, a least acceptable solution and the best alternative to negotiated 
agreement, all of which are based upon information from the analysis completed earlier, 
said Cuomo (2013). Engel (2004, p. 5) supported the Fact-Based approach, elaborating 
that the team should adopt the following during the negotiation and selection stage:  
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a. “Think longer-term agreements than what has been considered in the past.  
b. Ensure higher levels of trust during the negotiations.  
c. Finalise Performance Metrics during the negotiation stage”.  
 
Although the above are more focussed on the mental preparation of the negotiation team, it 
still plays an important role and should get attention prior to negotiations. Apart from having 
the facts ready when negotiations begin, the team must also realise that their negotiation 
skills are essential in this phase to ensure they get the anticipated benefits.  
Gager (2004, p. 6) highlighted some basic negotiating skills that are required for successful 
negotiations:   
a. “Anticipate - The smart negotiator tries to anticipate what the other party thinks you 
want. 
b. Build Trust - Negotiation is a highly sophisticated form of communication. Without 
trust, there won’t be communication. 
c. Know your BATNA - Best Alternatives To a Negotiated Agreement. Before you 
begin a negotiation, know what your other options are. 
d. Know what a Win/Win situation is - You’re both in the business to make money. If 
you can reach an agreement within your settlement range, that’s a Win!” 
 
The skills listed above play an important role in the negotiation phase - especially knowing 
what the best alternative to winning is knowing that you have enough on the table to stop 
the negotiation process. The company can make arrangements with the successful 
suppliers to sign their contract and start to manage the newly formed long term relationship.  
 
 Phase 5:  Conclusion 3.7.2
In this phase the importance of the preparations of Fact-Based Negotiations Packages, the 
preparations before negotiations, negotiation skills and the negotiation execution were 
highlighted. It is clear that the negotiation phase plays an integral part in the successful 
implementation of a Strategic Sourcing process. Figure 30 below illustrates the 
Procurement cost reduction process as developed through the research during this chapter.  
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Figure 30: Procurement Cost Reduction Process (Phases 1 - 5) 
 
3.8 PHASE 6: IMPLEMENT CONTRACT 
According to Ball (2005), the winning supplier(s) are notified and invited to participate and 
implement recommendations. Implementation plans vary depending on the degree of 
supplier switches. Cuomo (2013) supported this view when he stated that as negotiations 
are carried out, planning for the implementation of the new procurement process should be 
finalised. Cuomo (2013) recommended that the team should develop category savings 
summaries and develop an implementation plan in this phase of the Strategic Sourcing 
process. Ball (2005) shared the opinion of Cuomo (2013) by noting that it is also important 
to capture the intellectual capital that the sourcing team has developed during the Strategic 
Sourcing process, as this information can be used the next time the category is sourced 
and refresh memories should questions arise.   
As per Cuomo (2013), the category savings summary documents includes, the final TCO 
pricing and savings as an update to the Spend Projection. It also Figure 31 shows the input 
sheets required to develop the savings summary report for the category or commodity. The 
main reasons to implement Strategic Sourcing are to reduce the sourcing costs as well as 
to create long term strategic benefits for the company. This savings summary report is used 
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to document the results of the sourcing effort. This also becomes the baseline against 
which the savings will be tracked in the future.   
 
 
Figure 31: Develop Category Savings Summary, adapted from Cuomo (2013)  
 
The other deliverable discussed as shown in Figure 32, is the development of the 
implementation plan (Cuomo, 2013), which lists the activities that are needed to put the 
contract in place. According to Cuomo (2013), the development of a communication and 
change management plan is important and is underestimated by many companies. This 
plan ensures that the outcome of the sourcing process is communicated to all stakeholders 
and role players across the company. Ball (2005) acknowledged this by noting that there 
should be two communication plans - one for incumbents and one for new suppliers. 
According to Ball (2005), the communication plan for incumbents should include any 
changes in specifications and improvements in delivery, service requirements or pricing. 
Any changes between the old contract to the new contract, including process and 
procedures, need to be communicated and managed.  The buying organisation may have 
received significant improvements from the process and it is important that the organisation 
and the supplier recognise these improvements. 
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Figure 32: Developing an Implementation Plan, adapted from Cuomo (2013)  
 
Ball (2005) emphasised that for new suppliers, a communication plan has to be developed 
that manages the transition from old to new. The communication plan needs to address 
every point in the organisation’s process that is impacted by the spend category. 
Departments that will be particular sensitive to risk during this period are Finance and 
Customer Services, as well as the internal client that made use of the services of the 
previous supplier (Ball, 2005).  
Strategic Sourcing affects most departments in the company and most departments 
influence the success of the implementation of a Strategic Sourcing process.  It is therefore 
important that the role players know what is expected of them if they are to ensure the 
successful implementation of the Strategic Sourcing process.   
McKenna (2011) suggested that a cross functional approach should be followed when 
implementing a sourcing process. He stated that the company should strive to get 
departments working closely together toward a common goal by limiting a silo mentality.  
McKenna (2011) also recommended that the resource in the company should focus on the 
most important categories and that the company should appoint a champion to ensure 
successful implementation. It is essential that the Strategic Sourcing process be 
implemented and according to the plan to prevent savings and benefit leakages.   
Ball (2005) noted that the performance of the new supplier should be measured - 
particularly in the first several weeks of the new contract. It is important that the 
performance of the new supplier should be better than the previous supplier’s, or in the 
worst case, equal to it.  
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 Phase 6:  Conclusion 3.8.1
Phase six of the Strategic Sourcing process focus on the implementation plan which include 
finalisation of the work plan, the development of a communication and change management 
plan and the capturing of the Strategic Sourcing results for future use. Figure 33 below 
illustrates the Value Chain cost reduction process developed through the literature review in 
this chapter.  
 
 
 
Figure 33: Procurement Cost Reduction Process (Phases 1 - 6) 
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3.9 PHASE 7: CONTRACT MANAGEMENT/ TRACKING & REPORTING 
According to Clegg (2005), once the contract is in place it is important to plan for the next 
sourcing exercise. Strategic Sourcing is a process that normally takes a few months and 
therefore by the time the sourcing process is complete, the market conditions etc. have 
already changed. It is important to stay abreast of the company’s supply market, stated by 
Clegg (2005). Engel (2004) supported this and emphasised that the team needs to 
understand and adopt the mind-set that the eventual awarding of contract(s) involves the 
selection of a vendor and continuous improvement and innovation from the selected 
supplier(s), which will be the key to significant savings. Only by establishing an effective 
Supplier Relationship Management (SRM) programme will the company begin to realise the 
savings and improvements that were initially targeted early on in the sourcing process. 
Engel (2004) emphasised that the team should be focused on establishing field 
effectiveness teams in order to implement new ideas or processes, develop continuous 
improvement cost drivers with the selected supplier(s), and refine the score cards and 
metrics originally developed to measure performance. 
The only way continuous improvement can be successful is through the measurement and 
improvement of current performances. All performance metrics should be in the new 
contract in order for the supplier to know how his performance will be measured. Measures 
such as joint process improvement, quarterly meetings and monthly usage reports should 
be communicated with the supplier, claimed Clegg (2005). McKenna (2011) agreed, noting 
that it is important to communicate regularly internally as well as externally with the 
supplier, as this will help to develop a relationship with them.  
According to Engel (2004), the company must also have a mechanism in place for 
measuring both supplier performance and the performance of the company. He suggested 
that warrantee issues, customer satisfaction, on time deliveries, and quality issues are just 
a few of the multitude of performance metrics that need to be considered. In general, 
different metrics are used for different products and services, although there are always a 
few common measures that will always be applicable and important for the company. 
McKenna (2005) emphasised that the measurements and results must be visible to the 
company and the supplier.  
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The company needs to make adjustments when required, based on results and the supplier 
always needs to be part of the decision making process. Gager (2004) agreed with 
McKenna (2005), noting that it is essential to track supplier performance results and then 
restart assessments in a continuous cycle. He further suggested that internal company 
sourcing performances as well as external market and supplier performances need to be 
tracked. Below are a few measures that Gager (2004, p. 6) suggested should be in place.  
a. “Track % of total spending with strategic suppliers (including capital 
expenditures)  This instantly communicates who the largest suppliers are and what 
percentage of expenditures are spent and where. 
b. Track and trend total number of suppliers 
This will indicate how successful the company is at strategically aligning buying 
power (leverage). 
c. Track price increases vs. CPI (Consumer Price Index) 
Are the price increases of the supplier higher or lower than CPI? This is a very good 
indication if the supplier is actively pursuing cost reductions, process improvements, 
self-imposed Strategic Sourcing policies, etc. 
d. Purchase Price Variance (PPV) tracking. 
Is what was quoted what was invoiced? The process to manage the process from 
accounting to purchasing through the supplier increases the cost of sourcing. 
e. On-time delivery 
One of the most important indicators of how well your supplier is performing is when 
the order is on time and the right quantity was delivered. It costs money to schedule 
the labour, equipment, contractors, etc., therefore if the supplier fails to meet their 
obligation then there is a cost associated with that”. 
 
Three important feedback loops in this phase of the process include measuring and 
reporting; capturing learning; and ensuring compliance. According to Ball (2005, p. 9) 
“measure and report gauges the benefits from the sourcing exercise through the life of the 
new arrangement and reports results to using departments and executive groups”. 
Ball (2005, p. 9) concluded “even for an organisation that manages its purchased dollars 
reasonably well, a well planned and executed Strategic Sourcing effort can yield an 
additional 10% to 15% savings”.  
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 Phase 7:  Conclusion 3.9.1
Figure 34 below illustrates all seven phases in the Strategic Sourcing process developed 
through the literature review during this chapter. This phase highlighted the importance of 
measuring and tracking the performance of the procurement department as well as the 
performance of the supplier. The phase also emphasised that the sourcing process does 
not stop when the contract is concluded, but that it is actually the beginning of a long term 
relationship with the supplier that needs to be managed.   
 
 
Figure 34: Procurement Cost Reduction Process (Phase 1 - 7) 
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3.10 PROCUREMENT COST REDUCTION PROCESS/ STRATEGIC SOURCING MODEL  
In this chapter the opinions of several authors were used to construct the seven phases of 
the procurement Cost reduction process (Strategic Sourcing phases). Each of the seven 
phases were analysed and discussed in detail and logic behind the flow from one phase to 
the next was explained. Although there were slight differences, they agreed in principal with 
the seven phases that should be in the Strategic Sourcing process. The seven phases as 
well as the main activities within each phase can be seen in Figure 35 below.         
 
 
 
 
Figure 35: Procurement Cost Reduction Process (Phases 1 to 7) 
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4.1 INTRODUCTION  
Kumar (2005, p. 12) defined ‘research’ as “a structured enquiry that utilises acceptable 
scientific methodology to solve problems and create new knowledge that is generally 
applicable”. He further stated that scientific methods consist of systematic observation, 
classification and interpretation of data, and also described ‘research’ as a process that 
collects, analyses and interprets information with the aim of solving a problem. It is 
important that a research process must have the following characteristics, stated Kumar 
(2005):  
 
a. Rigorous: the process followed to solve the objectives of the study should be 
appropriate, relevant and justified.  
b. Critical: critical analysis of the methods and procedures used in the research process 
is crucial to the study. The inspection process must be fool-proof.  
c. Valid and verifiable: all the conclusions of the research findings must be correct and 
verifiable.  
d. Systematic: the procedures used in the research must have a certain sequence and 
logic to them.  
e. Empirical: any conclusions drawn from the findings must be based on information, 
facts and heard evidence, gathered from real life observations or experiences. 
 
The guidelines given by Kumar (2005) above ensure a high quality research result and 
should be taken into account during any research study. These guidelines were applied 
during this study. The aim of the research methodology is to find answers to the main 
objective of this research. The main research question was structured as follows: 
 
What should the specifications of a software solution be that will integrate the cost reduction 
processes of the Value Chain and Procurement, in a manner that will ensure maximum 
sustainable bottom-line savings for companies in the manufacturing or service industries? 
 
The objective was to define the key phases in each of the two cost reduction processes as 
discussed in Chapter 2 (Value Chain cost reduction process) and Chapter 3 (Procurement 
cost reduction process). The first step was to confirm the phases in the Value Chain and 
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Procurement cost reduction processes respectively. The two cost reduction processes were 
confirmed in the survey and the results of the survey were used to determine the integration 
points between these processes. The two cost reduction processes developed through the 
literature reviews in Chapters 2 and 3 are illustrated in Figure 36 and Figure 37 below: 
 Main phases in the Value Chain cost reduction process  4.1.1
 
 
 
Figure 36: The Value Chain Cost Reduction Process 
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 Main phases in the Procurement cost reduction process 4.1.2
 
 
 
            Figure 37: The Procurement Cost Reduction Process 
 
This main objective of this study was to develop an integrated Value Chain and 
Procurement cost reduction process. The key sections of the research methodology used to 
solve this main objective are described in detail in this chapter.  
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The research process followed to ensure high quality end results consisted of the following 
sections: 
 
a. Research proposition (Citation Statement) 
b. Research objective 
c. Research method   
d. Survey method   
e. Questionnaire intent and layout 
f. Pilot study  
g. Sample design and sample method 
h. Data collection methods 
i. Data analysis 
j. Conclusion  
 
Each of the above is discussed in detail in the rest of the chapter. 
4.2 RESEARCH PROPOSITION (CITATION STATEMENT) 
The development of an integrated Value Chain and Procurement cost reduction 
methodology. 
4.3 RESEARCH OBJECTIVE 
According to Kumar (2005, p. 15), “objectives are the goals you set out to attain in your 
study; they should inform a reader of what you want to attain through the study and should 
be worded clearly and specifically”. 
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 Kumar (2005, p. 15) defined the two types of objectives as follows: 
 
a. Main objectives: “This is an overall statement of the thrust of your study. It is also a 
statement of the main associations and relationships that you seek to discover or 
establish.”  
b. Sub-objectives: “These are the specific aspects of the topic that you want to 
investigate within the main framework of your study.”  
4.4 MAIN OBJECTIVE 
When formulating a question to illustrate the key aspects of the research objective, the 
question will read as follows: What should the specifications of a software solution be that 
will integrate the Value Chain and Procurement cost reduction processes in a manner that 
will ensure maximum sustainable bottom-line savings for companies in the manufacturing 
or service industries? 
 
The following sub-objectives were developed in order to investigate all the aspects in the 
main objective: 
 Sub-objective one  4.4.1
The purpose is to determine the key phases found in cost reduction methodologies 
currently being used during Value Chain cost reduction processes. 
 
Method: In order to resolve sub-objective one a literature review was conducted, as 
discussed in Chapter 2. An empirical study was used to confirm the phases identified in the 
Value Chain cost reduction process. 
 Sub-objective two  4.4.2
The purpose is to determine the key phases in cost reduction methodologies currently 
being used during Procurement cost reduction processes. 
 
Method: In order to resolve sub-objective two, a literature review was conducted as 
discussed in Chapter 3. An empirical study was used to confirm the steps identified in the 
Procurement cost reduction process. 
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 Sub-objective three  4.4.3
The purpose is to identify the integration points between the Value Chain cost reduction 
process and the Procurement cost reduction process. 
 
Method: In order to resolve sub-objective three, an online survey was used to determine 
the integration points between the two cost reduction processes.  
 Sub-objective four  4.4.4
The purpose was to investigate the need and functionality requirements for an integrated 
cost reduction tracking and reporting system. 
 
Method: In order to resolve sub-objective four, an online survey was used to determine the 
need and functionality requirements for a system that will manage the integration of the two 
cost reduction processes and track and report the impact on the bottom-line of the 
company. 
4.5 RESEARCH METHOD 
To obtain answers to the research question, it was necessary to gather information that 
would address the four research sub-objectives and the main research objective. Kumar 
(2005, p. 16) classified the types of research objectives as follows: 
 
a. “Correlational research attempts to discover or establish the existence of a relationship/ 
interdependence between two or more aspects of a situation; 
b. Explanatory research attempts to clarify why and how there is a relationship between 
two or more aspects of a situation or phenomenon; 
c. Descriptive research attempts to describe systematically; a situation, problem, 
phenomenon, service or programme; or provides information about, for example, the 
living condition of a community; or describes attitudes towards an issue; and 
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d. Exploratory research is undertaken to explore an area where little is known or to 
investigate the possibilities of undertaking a particular research study (feasibility study / 
pilot study)”. 
 
Although most studies are a combination of the categories described above, the researcher 
selected the descriptive survey method to resolve the main and sub-objectives. Kumar 
(2005) argued that the basic structure of any descriptive survey should include the 
following: 
 
c. Population selection: the sample population should be clearly defined and precise 
parameters used to ensure the discreteness of the population.  
d. Data analysis: the collected data should be analysed, organised and presented in a 
manner that promotes valid and accurate conclusions.   
e. Research design: awareness and prevention of the distortion of data through the 
introduction of bias into the research design.  
f. Data collection: the data should be collected by means of an observation technique.  
 
Questionnaires are the most frequently used tool for the observation of data. Lietz (2009) 
emphasised that the questions should be designed in such a manner to ensure that the 
sample population is able to easily read, understand and interpret the questions in order to 
allow for valid and accurate responses.  He further highlighted that the researcher must 
take into account the fact that respondents have different backgrounds, genders, ages, 
company cultures, etc. These factors should be provided for during the design of the 
questionnaire.  
 
Lietz (2009) advised that the essential step of pre-testing the questionnaire be added to any 
research design so as to ensure a high quality research outcome. Pilot studies are the most 
common method used to test the validity of the questionnaire. 
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4.6 SURVEY METHOD  
According to Collins (2003, p. 231), “the aim of any survey should be to provide results that 
are valid, reliable, sensitive, unbiased and complete”. In other words, the researcher should 
be certain that the questions measure the concepts or behaviours which he/she wants to 
measure; that the data produced represents ‘true’ values for these measures and does not 
contain too much random variability; that the questions are sensitive enough to measure 
important real differences or changes; and that the study covers all the dimensions of the 
topic under investigation. 
 
The advantages of online data collection listed by Lupinacci (2007) are an increase in 
methodological rigour, control and efficiency; improvement of data collection and analysis; a 
decrease in data collection time; and being able to target and effectively communicate to a 
larger population in a shorter timeframe. Based on these benefits a decision was made to 
use an online survey. The direct approach was used when structuring the questionnaire. 
 
Collins (2003) recommended that when designing a survey the researcher must make sure 
that all respondents understand the questions in a consistent way; the questions are asking 
for information that respondents have or can retrieve, and the wording of questions 
provides respondents with all the necessary information they require. The above 
suggestions by Collins (2003) were taken into account during the design process of the 
questionnaire.  
4.7 QUESTIONNAIRE INTENT AND LAYOUT 
Baker (2003, p. 345) defined survey research as “a systematic gathering of information 
from respondents for the purpose of understanding or predicting some aspects of behaviour 
of the population of interest”. He further suggested that such information needs to be factual 
or opinion based and the researcher’s ability to secure it will depend heavily on the 
structure and sequence of the questions. 
According to Lietz (2009, p. 251), some researchers consider responding to survey 
questions as “a sophisticated cognitive process whereby respondents go through, often 
iterative, steps to process the information provided to them by questions and response 
options”. He further stated that “other researchers focus more on the interplay between 
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questions and answers as a complex communication process between researchers and 
respondents, their assumptions, expectations and perceptions”. 
 
Below are some of the recommendations by Lietz (2009, p. 253) which were considered 
during the development of the questionnaire: 
 
a. “General questions should precede more specific questions; 
b. Questions should focus on current attitudes and very recent behaviour; 
c. Questions should be constructed to be as clear, simple, specific and relevant for the 
study’s research aims as possible; 
d. Vague quantifiers such as ‘frequently’, ‘usually’ and ‘regularly’ should be avoided; 
e. The inclusion of a middle option increases the validity and reliability of a response 
scale slightly; 
f. All numeric labels should be shown to respondents”. 
  
The questions were designed and carefully selected, with the main purpose being to solve 
the four sub-objectives and therefore the main research objective. The design of the 
questionnaire was based on the literature review of Chapters 2 and 3, supported by 18 
years of practical experience in business performance transformation and cost reduction.  
 Question layout 4.7.1
The main purpose of the questionnaire was to determine and confirm two cost reduction 
processes (sub–objectives one and two) and the integration thereof (sub-objective three). 
The questionnaire consisted of questions confirming these processes before determining 
the areas where these processes integrate.  
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Twenty questions were developed to address the following focus areas:   
 
a. Confirmation of the Value Chain cost reduction process (sub-objective one); 
b. Confirmation of the Strategic Sourcing cost reduction process (sub-objective two); 
c. Confirmation of the integration of the Value Chain and Strategic Sourcing cost 
reduction process (sub-objective three); and 
d. System requirements for an integrated cost savings process (sub-objective four). 
 
 Question order 4.7.2
The questions were asked in a specific order to create a smooth flow throughout the 
questionnaire and grouped into topics to create a specific focus and make it easier to 
understand and follow. Certain questions were selected to confirm the Value Chain and 
Procurement cost processes and others to determine the integration thereof. The different 
focus areas and the related questions were grouped as follows: 
 
a. General cost reduction: Question 1 
b. Value Chain cost reduction process: Questions 3, 
c. Procurement cost reduction process: Questions 5, 6,  
d. Value Chain and Procurement cost reduction process integration: Questions 2, 4, 7, 
8, 9, 10, 11, 12, 13, 14, 15, 16, 17, 19 
e. Integrated cost reduction system requirements: Questions 18, 20 
 
The questions listed above were selected to solve the main and sub-objectives of this 
study. The cores of the questions were designed to identify the integration points between 
these two processes (sub-objective three). Questions 18 and 20 were open-ended 
questions, allowing the respondents to express themselves without being forced to select 
an answer in a multiple choice format. These two questions focussed on the system 
requirements needed for an integrated cost reduction process (sub-objective four). 
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 Question structure  4.7.3
The questions were kept short and to the point in order to maintain focus and minimise the 
time it took to complete the questionnaire. The length and type of questions were varied to 
make the questionnaire interesting and easy to follow. The questions were also kept as 
easy as possible and complex questions were avoided. This was done to allow for easy 
interpretation of the questions, thereby increasing the accuracy of the answers, and 
ultimately the quality of the research. 
 Question content 4.7.4
The questionnaire was developed in a manner to ensure maximum participation and 
completeness from the respondents. It was also designed to keep the interest of the 
respondents and to create a pleasurable experience. The number of questions was kept to 
a minimum without compromising on the completeness and results of the research.    
 Question type 4.7.5
The following types of questions were considered during the questionnaire design phase: 
 
a. Multiple choice questions 
b. Open-ended questions  
c. Closed questions 
d. Checked questions 
e. Ranking questions 
f. Scaled-response questions 
g. Dichotomous questions that required a ‘yes’ or ‘no’ answer 
 
The researcher made use of almost all of the above types of questions and selected them 
based on the outcome required to solve the main and sub-objectives. The questionnaire 
was designed by beginning with a series of closed–ended questions and multiple choice 
questions with pre-selected possible answers. The questionnaire ended with a selection of 
open-ended questions. The open-ended questions allowed the respondents to give their 
input on certain aspects where their own opinion was required to give insight into their 
specific situation at the company they represented. The proper pre-testing and evaluation of 
CHAPTER FOUR – RESEARCH DESIGN AND METHODOLOGY 
123 
 
questions helped the researcher to improve the accuracy and desired outcome of the 
research.  
4.8 THE QUESTIONS 
The intention of this section is to give some background information to clarify the purpose of 
each question, as well listing the questions that will contribute to solving the sub-objectives 
and the main objective.    
Where applicable, for some questions the information leading to the question in the survey 
was also provided.   
 Discussion: Question 1 4.8.1
The purpose of this question was to determine how important the implementation of cost 
reduction processes is for companies, as well as on which areas in the business they focus.   
 Question 1 4.8.2
Has your company implemented a formal cost savings process in the last five years? 
The options were: 
a. No 
b. Only in procurement 
c. Only in the Value Chain 
d. Both Procurement and Value Chain 
e. Other 
 Discussion: Question 2 4.8.3
The purpose of this question was to determine if companies feel that it is important to 
implement both the cost reduction processes at the same time, hence creating an 
opportunity to integrate the two processes. 
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 Question 2 4.8.4
Do you believe that a Value Chain (whole company excluding Procurement) cost savings 
process should be implemented at the same time as a Strategic Sourcing (Procurement 
cost reduction) process? 
The options were: 
a. No 
b. Yes 
 Discussion: Question 3 4.8.5
The purpose of the question was to confirm if companies do have a cost reduction system 
which provides for the majority of the phases found in the Value Chain cost reduction 
process. Due to the fact that the Value Chain controls the budget, determines the product 
and service requirements, and is more complex than Procurement, it was more important to 
determine if a Value Chain cost reduction system was used by the companies.  
 Question 3 4.8.6
Have you made use of a formal Value Chain cost reduction software system which had all 
of the functionality listed below? 
•  Set the budget 
•  Analyse cost of activities 
•  Capture and manage ideas 
•  Develop project plans 
•  Develop KPI’s 
•  Track and report savings on each initiative? (Excel excluded) 
The options were: 
a. No 
b. Yes 
c. Other 
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 Discussion: Question 4 4.8.7
The literature review showed that companies tend not to implement Value Chain and 
Procurement cost reduction processes at the same time. The purpose of this question was 
to determine the main reasons for companies not to implement both cost reduction 
processes at the same time. The author needed to take this information into account when 
developing the integration methodology. The most likely reasons listed were identified 
during the literature reviews in chapter 2 and 3.  
 Question 4 4.8.8
Please select one or more reasons why you believe that companies do not implement both 
Strategic Sourcing and Value Chain cost savings processes at the same time? You may 
choose more than one.   
The options were: 
a. Other 
b. Lack of an formal implementation process 
c. Process is too complex 
d. Lack of skills and resources 
e. Lack of software systems to manage the process 
 
 Discussion: Question 5 4.8.9
It was important in this study to first confirm the Strategic Sourcing cost reduction process 
before determining where it integrates with the Value Chain cost reduction process. The 
seven steps/phases in the Strategic Sourcing process were identified during the literature 
review in chapter 3.  
The purpose of this question was to confirm the seven phases found during the literature 
review and see if they matched the Procurement cost reduction processes implemented by 
companies. The response to this question solved sub–objective 3. 
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 Question 5 4.8.10
Do you believe that the following key phases are typical high level stages used by your 
company in the Strategic Sourcing process? 
 
• Develop database/spend analysis 
• Profile internally and externally 
• Develop strategy 
• Screen suppliers and create selection criteria 
• Shape and negotiate agreements 
• Implement agreements 
• Track and report  
 
The options were: 
a. Completely different 
b. 50% similar 
c. 80% similar 
d. Agree 
 Discussion: Question 6 4.8.11
The purpose of this question was to determine if phases found in the Strategic Sourcing 
process could be influenced by the Value Chain to improve the cost reduction impact on the 
business. The question also intended to determine which phases are more easily affected 
by the Value Chain. It is important to note that the respondents could select more than one 
option. 
 Question 6 4.8.12
If the following key phases are some of the high level phases used by companies in the 
Strategic Sourcing process, which of the phases do you believe can be influenced by the 
Value Chain to improve the savings in the sourcing process? You may choose more than 
one. 
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The options were: 
a. Kick-off and assess requirements 
b. Profile internally and externally 
c. Develop strategy 
d. Screen suppliers and create selection criteria 
e. Shape and negotiate agreements 
 Discussion: Question 7 4.8.13
The majority of the questions following question 7 were developed to confirm the phases in 
the Value Chain as well as the integration points with the Strategic Sourcing process.  
Chapters 2 and 3 in the literature review indicated that the two cost reduction processes 
start by setting the baseline budget, or in the case of Strategic Sourcing set the spend 
base. The purpose of this question was to confirm if the setting of the baseline budget is 
indeed the first phase. 
 Question 7 4.8.14
Should any cost savings process (Value Chain or Procurement) start by setting a realistic 
baseline budget or commodity spend base against which future cost savings progress can 
be tracked and measured? 
The options were: 
a. No 
b. Yes 
c. Other 
 Discussion: Question 8 4.8.15
ABC (Activity Based Costing) was identified as an essential budget analysis activity which 
takes place after the budget is finalised. The budget analysis technique is normally applied 
in the first phase to identify cost drivers in the company. 
The purpose of this question was to determine if Strategic Sourcing can use this information 
to improve the cost reduction in the Value Chain, hence determining if the two processes 
integrate at this phase. 
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 Question 8 introduction 4.8.16
Activity Based Costing (ABC) is a technique used by the finance team to break down the 
costs of each activity taking place within the company. The cost per activity is broken down 
into categories such as labour cost, material cost, services cost, machine cost and 
overhead cost per activity. 
 Question 8 4.8.17
Do you believe that Procurement can use this cost breakdown per activity to create 
additional savings opportunities for the Value Chain? The options were: 
a. No 
b. Yes 
c. Other 
 
 Discussion: Question 9  4.8.18
The literature review identified the development of cost reduction initiatives as the second 
phase in the Value Chain cost reduction process. Based on the literature review, typical 
cost reduction initiatives being used by the Value Chain were listed in this question.  
The purpose of this question was to determine if Procurement can improve the savings 
generated from these Value Chain cost reduction initiatives, hence integrating with the 
Value Chain in this phase. The respondents could select more than one initiative.   
 Question 9 4.8.19
Below is a list of savings initiatives used by the Value Chain. Please indicate which of these 
initiatives Procurement can influence to help create savings. You may choose more than 
one. 
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The options were: 
a. Standardise (Product/Service) 
b. Reduce Inventory 
c. Improve product quality 
d. Change product specs/ design 
e. Improve throughput 
 Discussion: Question 10 4.8.20
Due to the fact that the “development of cost reduction initiatives” is perceived to be the 
heart of the cost reduction processes, it was necessary to repeat this question and confirm 
the integration if other cost reduction initiatives were listed. 
The purpose of this question was to prove that the initiatives listed were not a unique list of 
initiatives, but that Procurement in general can influence most Value Chain initiatives. 
 Question 10 4.8.21
 
Below is a list of savings initiatives which the Value Chain uses. Indicate through which of 
these initiatives Procurement can help to create savings.  You may choose more than one. 
The options were: 
a. Change work methods/processes 
b. Reduce scrap 
c. Reduce overheads 
d. Reduce transport costs 
e. Product substitution 
 Discussion: Question 11 4.8.22
Except for the enhancement of typical cost reduction initiatives, it was important to establish 
if Procurement can add more value in this second phase of the Value Chain cost reduction 
process.   
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The purpose of this question was thus to establish if Procurement must be involved and can 
add value during cost reduction initiative brainstorming sessions and workshops.   
 Question 11 4.8.23
Should Procurement be invited to Value Chain workshop/brainstorming sessions to discuss 
and create savings ideas? 
The options were: 
a. No 
b. Most of the time 
c. Always 
 Discussion: Question 12 4.8.24
In phase two of the Strategic Sourcing process it is important for Procurement to gather 
internal and external information to formulise the sourcing strategy. The purpose of the 
question was to determine if Procurement and the Value Chain should work together and 
discuss the internal Value Chain related information in order to formulise the strategy in the 
next Procurement cost reduction phase. This was an important question, focussing on the 
collaboration between Value Chain and Procurement to reduce supply costs. 
 Question 12 4.8.25
Do you believe that the Value Chain and Procurement should discuss production 
schedules, product specifications, product quality, supply conditions, shipping and 
packaging etc. with the supplier?  
The options were: 
a. No 
b. Yes 
c. Sometimes 
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 Discussion: Question 13 4.8.26
This question relates to phase 4 in the Value Chain cost reduction process, which is to 
develop the implementation plans for each cost reduction initiative.   
Most Value Chain initiatives influence the quantity, specifications and terms and conditions 
of raw materials, labour etc. These changes have an impact on the implementation plans of 
Procurement and therefore are important to test if the implementation plans should be 
integrated. 
The purpose of this question was to determine if it is necessary for the cost reduction 
implementation plans of the Value Chain and Procurement to be integrated.    
 Question 13 4.8.27
Do you believe that it is important to incorporate the Procurement savings implementation 
plans of key commodities into the savings implementation plans of the Value Chain, if those 
commodities affect the outcome of the Value Chain savings initiatives? 
The options were: 
a. No 
b. Yes 
c. Other 
 Discussion: Question 14 4.8.28
Based on the literature review, the development of KPI’s forms part of phase 5 in the Value 
Chain and Procurement cost reduction processes. This is the next step in the Value Chain 
and Procurement cost reduction processes following the approval of the implementation 
plans. Companies should decide how they are going to measure the impact when they are 
developing the implementation plans. KPI’s are normally used to measure the financial 
impact, success of implementation and efficiency improvement impact on the business. 
The purpose of this question was to determine if the performance measurements (KPI’s) of 
the two processes should be integrated.  
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 Question 14 4.8.29
Do you believe that the KPI’s of Procurement and Value Chain savings initiatives should be 
aligned and/or feed into each other to reflect the savings impact on the bottom line? 
The options were: 
a. No 
b. Yes 
 Discussion: Question 15 4.8.30
During implementation of new Value Chain initiatives in phase 6, there are always 
possibilities that the specification, quality, volumes etc. of products/services required might 
change due to unforeseen circumstances. This will force Procurement to revisit their supply 
contracts. 
The purpose of this question was to determine if the Value Chain and Procurement cost 
reduction processes need to be integrated during the implementation of new initiatives.  
 Question 15 4.8.31
Do you believe that Procurement will be able to re-negotiate existing contracts in order to 
support new Value Chain (operations) savings initiatives? 
The options were: 
a. No 
b. Yes 
 Discussion: Question 16 4.8.32
Phase 7 focussed on the tracking and reporting of the implementation of cost reduction 
initiatives and their impact on the company. During the literature review it was noticeable 
that there were different opinions on how to calculate the final impact on the company 
budget of the cost reduction processes.   
The purpose of the question was to get the opinion of the respondents regarding the 
detailed calculations of the final impact on company budget. 
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 Question 16 4.8.33
When the company reports savings to management, how are the savings calculated and 
reported? 
The options were: 
a. The company reports only savings and not budget increases. 
b. The company deducts budget increases from savings. 
c. Other. 
 Discussion: Question 17 4.8.34
Phase 8 focussed on the final reporting of the impact by Procurement and the Value Chain. 
During the literature review it was noticeable that there were different opinions on how to 
calculate and report the final impact on the company’s bottom-line. The main reason for this 
question was to test the opinion of the respondents on the integration of the final cost 
savings reported. 
 Question 17 4.8.35
What do you believe Procurement savings reported should be based on?  
 
The options were:  
a. Actual volumes of the items purchased. 
b. Volumes effectively used in final products delivered to client (savings on volumes of 
all inefficiencies and waste items removed). 
c. Other. 
 
 Discussion: Question 18 4.8.36
The purpose of sub-objective 4 was to investigate the needs and specifications of a cost 
reduction tracking and reporting system. All the functionalities (phases) discussed during 
the literature review should be added to the system.  
The purpose of this question was to get the opinion of the respondents on additional 
functionalities they thought should be added to the tracking and reporting system.  
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 Question 18 4.8.37
Name some systems requirements your company might implement to improve the savings 
process and savings success 
 Discussion: Question 19 4.8.38
Although a thorough literature review as well as a survey was used to develop the 
integrated cost reduction methodology, the author decide to test the methodology by getting 
suggestions from the respondents regarding other potential integration points which were 
not already provided for in the integrated process.   
 Question 19 4.8.39
List some of the areas where you believe opportunities exist for the Value Chain and 
Procurement to integrate the cost savings processes which have not been discussed in the 
questionnaire. 
 Discussion: Question 20 4.8.40
The purpose of the last question was to get the opinion of the respondents regarding the 
value adding potential of the suggested integrated cost reduction methodology and tracking 
and reporting system. 
 Question 20 4.8.41
Do you believe a software system that will be able to address the above areas of integration 
will enhance your savings capabilities in the future? 
The options were: 
a. No 
b. Yes 
c. Other 
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4.9 THE PILOT STUDY  
Secomb and Smith (2011, p. 33) stated that “The goal of any research is to achieve the 
objectives of the enquiry”. They further stated that it requires detailed planning to achieve 
these objectives and that this planning should provide for time to define the method and the 
pilot study. In quantitative research it is common practice to perform pilot studies to test 
instruments and perform sample size calculations, particularly in randomised control trials. 
Pilot studies enable study methods and data collection processes to be examined prior to a 
subsequent study (Secomb & Smith, 2011). 
 
Collins (2003, p. 233) highlighted that the researcher must preferably evaluate the 
performance of the survey questions with the following three techniques:  
 
a. “Statistical: identifying the specific effect of question measurement error on survey 
estimates; 
b. Direct study of the question-and-answer process: identifying how and where the 
question fails to achieve its measurement purpose; and 
c. Experimental: identifying whether proposed changes to question forms actually 
improve data quality.” 
 
The researcher applied these techniques before finalising the questions for the survey. The 
objectives of this pilot study were to: 
 
a. identify barriers to solve the main objective; 
b. study randomisation procedures, inclusion and exclusion criteria, and provide data 
for sample size calculations; 
c. test the content validity of the questionnaire; 
d. validate the correctness of the survey outcome; 
e. identify barriers to operational processes to highlight the complementary links 
between the quantitative and qualitative data collected; and 
f. increase depth of analysis in the final report. 
 
CHAPTER FOUR – RESEARCH DESIGN AND METHODOLOGY 
136 
 
Three objective individuals in senior positions from the target market, with whom the 
researcher had a trusted relationship, were asked to participate in the pilot study. These 
managers were at a senior level representing the Value Chain and Procurement. A 
management consultant with specific cost reduction experience was also approached to 
complete the questionnaire; he gave his opinion on the structure and content of the 
questionnaire. Some minor adjustments in terms of the order of the questions were made 
after this pilot test and questions were added to the questionnaire. A copy of the 
questionnaire which was completed by the management consultant can be found in 
annexure A.        
 
Statistical analysis was applied to the data where possible to predict if the results from the 
total sample would be sufficient to solve the management dilemma. The outcome of the 
pre-analysis and the analysis showed that the outcome would provide the results necessary 
to solve the main and sub-objectives.  
4.10 SAMPLE DESIGN AND SAMPLING METHODS 
 Target Population 4.10.1
The study was conducted in Gauteng and focused on JSE listed companies in the private 
sector. Companies from the manufacturing and services sectors were the main target in this 
sample. The cost reduction processes used in the Value Chain and Procurement divisions 
of these companies were researched in order to develop a single integrated cost reduction 
process and specifications of a cost reduction tracking and reporting system. 
 Sample Size  4.10.2
The questionnaire was distributed to a sample of 517 companies that were selected based 
on the above target population definition. This sample size was chosen to give more 
reliable results to the research.  
 Sample selection  4.10.3
The companies selected to complete the questionnaire were regarded by the author to be 
in good standing with related experience, enabling them to provide accurate information. 
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4.11 DATA COLLECTION METHODS  
A database of JSE listed companies was obtained from a company called Smart 
procurement, a communication and media channel company with 11 000 Supply Chain and 
Procurement subscribers. Companies from the target market were selected and their 
relevant contact details were extracted from this member database. A total of 517 
companies were invited to complete the online survey. Only experts in the Value Chain and 
Procurement departments completed the questionnaire. 
 CONTACT METHODS  4.11.1
According to Vehovar (2001, p. 33), “online surveys as a carefully designed and thoroughly 
tested survey instrument, based on a quality sampling frame, probability sample, and 
sufficient response, provide a basis for valid and reliable measurement”.  
 
As discussed in the survey method section of this chapter, the researcher selected the 
online survey method to gather information from the target population. The researcher 
made use of an online survey web-based system to develop and upload the questionnaire. 
The link to this website address was attached to the email which was sent out. The 
respondents who received this email were able to click on the link to open the survey and 
complete the survey online.  
 
The email that was sent out contained the following information: 
a. Introduction to the researcher; 
b. Background and aim of the research; 
c. A brief indication of the timescale required to complete the questionnaire; 
d. An online link where the reader could easily click to access the survey via the 
internet; and 
e. A commitment from the researcher to share the results of the research with the 
participants. 
 
Bases on suggestions from Lupinacci (2007), the following information were shared with the 
respondents before asking them to complete the online questionnaire:  
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a. The potential respondents were made fully aware of the procedures to ensure 
anonymity. 
b. The potential respondents were made fully aware of the potential risks that exist in 
data security violation associated with providing online information. 
c. The potential respondents were made fully aware that their submission of the 
completed questionnaire implied their consent to participate in the study.  
 
Once the respondents had submitted their responses, they were acknowledged 
immediately and thanked for their participation in the research. The initial email was 
followed up with an email after two weeks reminding some of the participants to complete 
the questionnaire before the deadline.  
 
The questionnaire took less than 15 minutes to complete and the participants needed only 
to save the results before exiting the questionnaire. The researcher sent out a final email to 
thank the participants who completed the questionnaire. 
4.12 DATA CAPTURING AND DATA EDITING 
 Data capturing system 4.12.1
The online survey system used by the researcher was an internationally acknowledged 
surveying tool, which was used worldwide and was specially designed to gather online 
information, do statistical analyses and display the results in a graphical format. Although 
the system is able to do basic analysis, the researcher exported the results to an excel 
spread sheet for further analysis. The questions were tested with trusted respondents to 
ensure that the questionnaire provided the answers necessary to address the main and 
sub-objectives. 
 
The respondents were provided with a range of possible answers in different formats to 
each question.  They could then respond to the questions and select the options they 
believed best reflected the situation in their company by clicking on the applicable answer. 
The respondents were also able to state why they selected a specific option, or to provide 
additional information to the researcher. Some open-ended questions were added to allow 
the respondents to express their opinions on certain topics. 
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 Data validation and reliability 4.12.2
In general, data validation is necessary to detect missing, invalid or inconsistent entries. 
From the questionnaires that were completed, some were discarded as they may have 
been from respondents who were not at the right level or in the correct position to complete 
the questions accurately. Only fully completed questionnaires were taken into account 
during the analysis. 
 
Due to the fact that questions 18 and 19 were open-ended questions, it was necessary to 
do separate analyses on each of them. The researcher summarised the responses to these 
questions and highlighted the commonalities and trends.   
4.13 DATA ANALYSIS 
 Qualitative data analysis 4.13.1
According to Creswell (2005, p. 224) “qualitative research is actually an umbrella term 
encompassing a wide range of methods, such as interviews, case studies, ethnographic 
research and discourse analysis, to name just a few”.  He further described the main 
purpose of qualitative analysis as follows: 
 
a. “To gain an understanding of underlying reasons and motivations; 
b. To provide insights into the settings of a problem, generating ideas and/or 
hypothesis for later quantitative research; and 
c. To uncover prevalent trends in thought and opinion”. 
 
The methods normally used are unstructured or semi-structured techniques, e.g. individual 
in-depth interviews or group discussions. Qualitative data analysis is known for its non-rigid 
rules and procedures, whereby the researcher has to go through an analysis of the content 
of the interviews. The purpose of the analysis is to identify the main themes that arise from 
the responses. Some of the questions posted to the respondents will need qualitative 
analysis in order to uncover prevalent trends in thought and opinion, specifically questions 
18 and 19.  
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 Quantitative Data Analysis 4.13.2
Creswell (2005, p. 225) defined quantitative research as “a type of research that is 
explaining phenomena by collecting numerical data, analysed using mathematically based 
methods, in particular statistics”. The purpose of quantitative analysis is to quantify data 
and generalise results from a sample to the population of interest, measure the incidence of 
various views and opinions in a chosen sample, and sometimes precede qualitative 
research which is used to further explore some findings.  
Creswell (2005, p. 225) listed the advantages of quantitative research as follows:   
a. “It provides estimates of populations at large; 
b. It indicates the extensiveness of attitudes held by people;  
c. It provides results which can be condensed into statistics;  
d. It allows for a statistical comparison between various groups;  
e. It has precision, is definitive and is standardised; and 
f. It measures level of occurrence, actions, trends, etc.” 
 
This method is most suitable for large, well-designed and well-administered surveys using 
properly constructed and worded questionnaires or telephone interviews. The survey 
consisted mainly of questions where the respondents chose from a list of most likely 
answers to each question (Creswell, 2005). These types of questions suited the research 
the best due to the nature of the topic and the main objective that needed to be solved. 
Quantitative analysis was applied to all questions in the survey except questions 18 and 19 
where qualitative analysis was applied. Quantitative analysis was also used where the 
respondents had an option to motivate their responses or give their opinion after selecting 
an option.  
 
In the case where quantitative analysis was applied, the number of respondents to specific 
questions was expressed as a percentage of the total responses to that question. The 
responses and results for each of these 20 questions are discussed in Chapter 5. 
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 Statistical analysis 4.13.3
The middle and senior management involved in Procurement and the Value Chain of 517 
JSE listed companies were invited to complete the online survey. The results of 209 
companies were used in this study to confirm the Value Chain and Procurement cost 
reduction processes as well as the integration between the two processes. Most of the 
analysis was done by the online survey system which was initially used to capture the data.  
 
Descriptive statistical techniques were used to analyse the results obtained from the 
research and are presented for the majority of the questions in a graph format. Each 
question in the questionnaire was treated separately and, where possible, correlated with 
each other. The interpretation of the results will follow directly below the analysis to each 
question.  
4.14 CONCLUSION 
This chapter describes the survey methodology that was adapted and the procedures 
followed to design, construct, test and analyse the survey, with the aim of solving the sub-
objectives and main objective of this study. The response and analysis of the results are 
discussed in detail in Chapter 5, followed by the conclusion and recommendations in 
Chapter 6. The conclusion mainly focuses on the solutions to the four main sub-objectives 
and the main objectives. The final integrated Value Chain and Cost reduction process is 
presented in a flow diagram, illustrating the integration points between these two 
processes. The conclusion of chapter 6 ends with the recommended specifications of the 
integrated Value Chain and Procurement cost reduction process.  
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5.1 INTRODUCTION 
The main purpose of this research was to identify how and where the Value Chain cost 
reduction process and the Procurement cost reduction process integrate. The main 
question that needed to be answered in this research was: What should the specifications 
of a software solution be that will integrate the Value Chain and Procurement cost reduction 
processes in a manner that will ensure maximum sustainable bottom-line savings for 
companies in the manufacturing or service industries? 
 
An online questionnaire, based on the literature review of chapter 2 and 3, was used to 
solve the research problem. The questionnaire consisted of 20 questions which were 
grouped as follows: 
 
a. General cost reduction questions: Question 1 
b. Value Chain cost reduction process questions: Questions 3 
c. Procurement cost reduction process questions: Questions 5, 6 
d. Value Chain and Procurement cost reduction process integration questions: 
Questions 2, 4, 7, 8, 9, 10, 11, 12, 13, 16, 17, 19 
e. Integrated cost saving system requirements questions: Questions 18, 20 
 
The results of each question will now be discussed, as well as the conclusions which could 
be drawn from the results of each question. The goal is to be able to identify the integration 
point between the two cost reduction processes by the end of this chapter and therefore 
solve sub-objective three. 
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5.2 RESULTS OF SURVEY 
 Discussion: Question 1 5.2.1
The purpose of this question was to determine how important the implementation of cost 
reduction processes is for companies, as well as on which areas in the business they focus.   
 Question 1 5.2.1.1
Has your company implemented a formal cost savings process in the last five years? 
 
Figure 38: Question 1 Results 
 Results 5.2.1.2
a. 19% of companies did not attempt to reduce their costs.   
b. 21% of companies implemented a formal Procurement cost reduction process.  
c. 5% of companies only implemented a formal cost reduction process in their Value 
Chain. 
d. 55% of the companies implemented a formal cost reduction process in both the 
Value Chain and Procurement although not necessary at the same time or in a 
formal way.  
 
 
 
CHAPTER FIVE – RESEARCH RESULTS 
145 
 
 Conclusion 5.2.1.3
a. In total, 81% of the companies attempted to reduce their costs by implementing a 
cost reduction process in the Value Chain and/or in Procurement. This illustrates the 
importance and need for cost reduction processes.  
b. Fewer companies attempt to reduce cost on the Value Chain than in Procurement if 
they focus on only one area of the business. 
c. The reasons why only 19% of the companies attempted to reduce costs could be a 
lack of knowledge and skills; a lack of a process and system; or the companies were 
protected against cost pressure during the recession.  
d. It is unclear if the companies attempted to reduce costs in both areas at the same 
time.  
 
 Impact on methodology  5.2.1.4
There was no specific impact on the cost reduction methodology although the results 
indicated the need and importance to reduce company costs.   
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 Discussion: Question 2 5.2.2
The purpose of this question was to determine if companies feel that it is important to 
implement both the cost reduction processes at the same time, hence creating an 
opportunity to integrate the two processes. 
 Question 2 5.2.2.1
Do you believe that a Value Chain (whole company excluding Procurement) cost savings 
process should be implemented at the same time as a Strategic Sourcing (Procurement 
savings) process? 
 
 
 
Figure 39: Question 2 Results 
 
 Results 5.2.2.2
a. 91% of the respondents believed that both the Value Chain and Procurement cost 
reduction processes should be implemented at the same time. 
b. 9% believed that the cost reduction processes should not be implemented at the 
same time.  
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 Conclusion 5.2.2.3
The majority of the respondents believed that the two processes should be implemented at 
the same time to reduce the costs of the total company. It can thus be assumed that they 
believed that is possible and that it would add value to implement the cost reduction 
processes at the same time.   
 Impact on methodology  5.2.2.4
There was no direct impact on the methodology. The responses however did demonstrate 
the need to implement the two cost reduction processes at the same time.  
 Discussion: Question 3 5.2.3
The purpose of the question was to confirm if companies do have a cost reduction system 
which provides for the majority of the phases found in the Value Chain cost reduction 
process. Due to the fact that the Value Chain controls the budget, determines the product 
and service requirements, and is more complex than Procurement, it was more important to 
determine if a Value Chain cost reduction system was used by the companies.  
 Question 3 5.2.3.1
 
Have you made use of a formal Value Chain cost reduction software system which had all 
of the functionality listed below? 
•  Set the budget 
•  Analyse cost of activities 
•  Capture and manage ideas 
•  Develop project plans 
•  Develop KPI’s 
•  Track and report savings on each initiative? (Excel excluded) 
 
 
 
 
 
 
 
CHAPTER FIVE – RESEARCH RESULTS 
148 
 
 
 
 
Figure 40: Question 3 Results 
 
 Results 5.2.3.2
a. 72% of the respondents indicated that they had not utilised a cost reduction software 
system with all the functionalities listed in this question.  
b. 22% of the respondents indicated that they had used a system that had these 
functionalities.   
c. 6% of the respondents indicated that they had used a combination of systems to give 
the same result, or that they had used systems to reduce costs but these systems 
did not include all the phases in the cost savings process.   
 
 Conclusion 5.2.3.3
Based on the responses to this question it is clear that the majority of the respondents had 
not used a cost reduction system which provided for the phases an in Value Chain cost 
reduction process. The reasons for this could be that they did not have a system, or they 
did have a system but it did not have the functionalities to provide for all the phases found 
in the Value Chain cost reduction process.  
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 Impact on methodology  5.2.3.4
There was no impact on the methodology but the responses confirmed the need for a 
formal cost reduction system, which includes the main phases present in a typical Value 
Chain cost reduction process. These phases will further be confirmed in the remainder of 
this survey (refer to Questions 9 - 16). 
 Discussion: Question 4 5.2.4
The literature review showed that companies tend not to implement Value Chain and 
Procurement cost reduction processes at the same time. The purpose of this question was 
to determine the main reasons for companies not to implement both cost reduction 
processes at the same time. The author needed to take this information into account when 
developing the integration methodology. The most likely reasons listed were identified 
during the literature reviews in chapter 2 and 3.  
 Question 4 5.2.4.1
 
Please select one or more reasons why you believe that companies do not implement both 
the Strategic Sourcing and Value Chain cost savings processes at the same time? You may 
choose more than one.  
 
 
 
 
Figure 41: Question 4 results 
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 Results 5.2.4.2
a. 51% of the respondents believed the reason is due to a lack of a system to 
implement and manage the integrated cost reduction process. 
b. 61% of the respondents believed it is due a lack of skills and resources. 
c. 25% of the respondents believed the process is too complex 
d. 53% of the respondents believed it is due to the lack of a formal implementation 
process. 
e. 3% of the respondents selected ‘other’. 
 
 Conclusion 5.2.4.3
In total, 78% (53% + 25%) of the respondents indicated that “lack of process” related issues 
was the main reason why the two processes are not implemented at the same time, 
highlighting the need for a process and methodology to enable them to get the benefits 
when implementing the processes simultaneously.  
“A lack of skills and resources” was the second highest reason for not implementing both 
processes at the same time. Skills and business processes go hand in hand; if the 
companies had cost reduction skills and resources, then those skilled resources could have 
developed a process to reduce the costs of the entire company at once.  
Other respondents (3%) indicated that “a lack of buy-in” from the total business, as well as 
the perception that the effort needed to implement both processes is too “complex”, 
outweighed the savings benefits that could be obtained. 
 Impact on methodology  5.2.4.4
The purpose was to develop a methodology which would eliminate as many reasons as 
possible for not implementing the two processes at the same time. This methodology would 
then not only cover the detail phase found in both the cost reduction processes, but also 
provide a solution for the obstacles experienced by companies when trying to implement an 
integrated cost reduction process.     
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 Discussion: Question 5 5.2.5
It was important in this study to first confirm the Strategic Sourcing cost reduction process 
before determining where it integrates with the Value Chain cost reduction process. The 
seven steps/phases in the Strategic Sourcing process were identified during the literature 
review in chapter 3.  
The purpose of this question was to confirm the seven phases found during the literature 
review and see if they matched the Procurement cost reduction processes implemented by 
companies. The response to this question solved sub–objective 3. 
 Question 5 5.2.5.1
 
Do you believe that the following key phases are typical high level stages used by your 
company in the Strategic Sourcing process? 
 
• Develop database/spend analysis 
• Profile internally and externally 
• Develop strategy 
• Screen suppliers and create selection criteria 
• Shape and negotiate agreements 
• Implement agreements 
• Track and report  
 
 
 
Figure 42: Question 5 Results 
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 Results 5.2.5.2
a. 25% of the respondents agreed that this suggested Strategic Sourcing process is 
exactly the same as the process they implement. 
b. 39% agreed that the process is at least 80% similar to their cost reduction process. 
c. 27% agreed that the process is at least 50% similar to their cost reduction process. 
d. 9% suggested that the process they followed is completely different. 
 
 Conclusion 5.2.5.3
The results of the question indicate that 64% of the respondents believed that the phases 
described are at least 80% similar to the Strategic Sourcing process they implement. 
81% of the respondents believed that the suggested process is at least 50% similar to the 
Strategic Sourcing process they implement. Due to the importance of this question it was 
necessary to determine where the processes differ. The differences can be explained as 
follows.  
The author of the questionnaire listed only the main high level phases found in the Strategic 
Sourcing process, and not the detailed sub phases, for simplicity purposes. The missing 
sub phases were the main reasons for the respondents not fully agreeing with the 
suggested process.  Other companies reported that they had never used all the phases in 
the process due to a shortage of skills and resources. Due to the above reasons the 27% 
can thus be added to the 64% that agreed that more than 80% of the process is similar to 
theirs, bringing the total to 91% of the respondents agreeing in principle that the suggested 
Strategic Sourcing process is similar to theirs.  
Only 9% of the respondents disagreed with the suggested Strategic Sourcing process. This 
was mainly due to the typical procurement process being used in a capital projects 
environment, which is different from the traditional procurement process. This 9% can be 
discarded due to the fact that is not applicable to the procurement process and environment 
referred to in this study.  
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The confirmation of the Strategic Sourcing process was crucial for the remainder of this 
study. The integration of the cost savings process could only be addressed after an 
agreement was reached on the key phases found in the Value Chain and Procurement 
savings processes respectively. Based on the above analysis, the Strategic Sourcing 
process described in chapter 3 was confirmed by the respondents.   
 Impact on methodology  5.2.5.4
The confirmation of the Strategic Sourcing process had a significant impact on the 
development of the integrated cost reduction process, due to the fact that the Strategic 
Sourcing process represented one of the two processes that would be integrated. The 
responses to this question thus confirmed the seven phases found in the literature and was 
used when determining the integration point with the Value Chain cost reduction process.  
 
 Discussion: Question 6 5.2.6
The purpose of this question was to determine if phases found in the Strategic Sourcing 
process could be influenced by the Value Chain to improve the cost reduction impact on the 
business. The question also intended to determine which phases are more easily affected 
by the Value Chain. It is important to note that the respondents could select more than one 
option. 
 Question 6 5.2.6.1
If the following key phases are some of the high level phases used by companies in the 
Strategic Sourcing process, which of the phases do you believe can be influenced by the 
Value Chain to improve the savings in the sourcing process? You may choose more than 
one. 
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Figure 43: Question 6 Results 
 
 Results 5.2.6.2
a. Respondents believed that the strategy development phase can be influenced 
slightly more by the Value Chain than the other phases.  
b. The results between the Strategic Sourcing phases selected varied less than 13%.  
 
 Conclusion 5.2.6.3
a. An assumption could therefore be made that all the phases in the Strategic Sourcing 
process could equally be influenced by the Value Chain.  
b. The respondents therefore agreed that the Value Chain can influence and add value 
to increase savings in basically every phase of the Strategic Sourcing process.   
 
 Impact on methodology  5.2.6.4
This was an important result indicating that the Value Chain influences every phase found 
in the Strategic Sourcing phase. One can thus expect that the methodology will provide for 
integration at virtually every phase of the Strategic Sourcing process. The rest of the 
question thus focused on determining where and how these two processes integrate in the 
methodology.  
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 Discussion: Question 7 5.2.7
The majority of the questions following question 7 were developed to confirm the phases in 
the Value Chain as well as the integration points with the Strategic Sourcing process.  
Chapters 2 and 3 in the literature review indicated that the two cost reduction processes 
start by setting the baseline budget, or in the case of Strategic Sourcing set the spend 
base. The purpose of this question was to confirm if the setting of the baseline budget is 
indeed the first phase. 
 Question 7 5.2.7.1
 
Should any cost savings process (Value Chain and Procurement) start by setting a realistic 
baseline budget or commodity spend base against which future cost savings progress can 
be tracked and measured? 
 
 
 
 
Figure 44: Question 7 Results 
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 Results 5.2.7.2
An overwhelming 93% of respondents confirmed that setting the baseline budget and 
spend base should be the first phase in the Procurement and Value Chain savings 
process. 
 
 Conclusion 5.2.7.3
a. Budgeting is the first phase in the Value Chain cost reduction process. 
b. Setting the spend base is the first phase in the Strategic Sourcing process  
c. This indicates that both processes should begin with establishing a baseline.  
d. Aligning the two baselines is thus the first step towards integrating the processes.  
 
 Impact on methodology  5.2.7.4
Based on the results of this question and the literature review, it is important to note that the 
integration process will start with setting the baseline. However Strategic Sourcing can only 
do a spend analysis and use the Value Chain budget as an input after the Value Chain has 
finalised their baseline budget and made this and other related information available to 
Procurement. During this phase they can also decide how the cost reduction impact on the 
baseline budget will be measured at the end of the process and decide on the KPI’s and 
their starting values.  
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 Discussion: Question 8 5.2.8
Activity Based Costing (ABC) is a technique used by the finance team to break down the 
costs of each activity taking place within the company. The cost per activity is broken down 
into categories such as labour cost, material cost, services cost, machine cost and 
overhead cost per activity. 
 Question 8 introduction 5.2.8.1
 
Activity Based Costing (ABC) is a technique used by the finance team to break down the 
costs of each activity taking place within the company. The cost per activity is broken down 
into categories such as labour cost, material cost, services cost, machine cost and 
overhead cost per activity. 
  
 Question 8 5.2.8.2
 
Do you believe that Procurement can use this cost breakdown per activity to create savings 
opportunities for the Value Chain? 
 
 
 
 
Figure 45: Question 8 results 
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 Results 5.2.8.3
a. Only 2% of the respondents felt that the ABC cost breakdown would not help them to 
create savings.    
b. An overwhelming 92% of the respondents believed that this cost breakdown and 
cost allocation technique (ABC technique) could help Procurement to create and 
improve savings for the Value Chain. 
c. 6% selected ‘other’. 
 
 Conclusion 5.2.8.4
a. Activity Based Costing analysis and costing is part of the first phase in the Value 
Chain cost reduction process. 92% of respondents believed that this technique used 
by the Value Chain can help Procurement to realise and improve Value Chain 
savings. This is thus the second point of integration between the two processes.   
b. This ABC technique also makes the cost of commodities and labour visible. These 
costs can be further reduced by applying procurement strategies to reduce costs 
even further when sourcing from suppliers. This technique is thus a crucial step in 
the whole cost reduction process and can be used by Procurement and the Value 
Chain to reduce costs and improve efficiency across the entire business.  
c. 6% of respondents selected ‘Other’ because other cost savings techniques such as 
TCO (Total Cost of Ownership), a technique also used to breakdown costs, are not 
mentioned in this question. TCO is a valuable cost analysis technique being used by 
Procurement in their cost reduction process. The availability of data to apply Activity 
Based Costing has been a concern of certain respondents.  
 
 Impact on methodology  5.2.8.5
The results of this question confirm that ABC provides valuable information to Procurement 
and enhances the integration of the two processes in phase one.  
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 Discussion: Question 9  5.2.9
The literature review identified the development of cost reduction initiatives as the second 
phase in the Value Chain cost reduction process. Based on the literature review, typical 
cost reduction initiatives being used by the Value Chain were listed in this question.  
The purpose of this question was to determine if Procurement can improve the savings 
generated from these Value Chain cost reduction initiatives, hence integrating with the 
Value Chain in this phase. The respondents could select more than one initiative.   
 Question 9 5.2.9.1
Below is a list of savings initiatives used by the Value Chain. Please indicate which of these 
initiatives Procurement can influence to help create savings. You may choose more than 
one. 
 
 
 
 
Figure 46: Question 9 results 
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 Results 5.2.9.2
a. The results illustrated that the respondents believed that Procurement can improve 
all the initiatives listed.  
b. The selection of the respondents varied with 26% between the different options. 
  
 Conclusion 5.2.9.3
Based on the results above, it can be deduced that Procurement can influence and 
improve any of these Value Chain saving initiatives equally. The respondents indicated 
that all the typical initiatives implemented by the Value Chain can be equally influenced 
by Procurement to create and enhance savings potential. Procurement might not 
influence and enhance every savings initiative applied by the Value Chain, but the 
responses showed that Procurement should be involved in order to indicate to what 
extent they can add value to Value Chain savings initiatives.    
 
 Impact on methodology  5.2.9.4
The results of this question confirmed that procurement should be involved and integrate 
with the Value Chain at this phase to improve and enhance the impact of these initiatives to 
the benefit of the whole company. The methodology should therefore provide for integration 
at this phase. 
 Discussion: Question 10 5.2.10
Due to the fact that the “development of cost reduction initiatives” is perceived to be the 
heart of the cost reduction processes, it was necessary to repeat this question and confirm 
the integration if other cost reduction initiatives were listed. 
The purpose of this question was to prove that the initiatives listed were not a unique list of 
initiatives, but that Procurement in general can influence most Value Chain initiatives. 
 Question 10 5.2.10.1
 
Below is a list of savings initiatives which the Value Chain uses. Indicate through which of 
these initiatives Procurement can help to create savings.  You may choose more than one. 
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Figure 47: Question 10 Results 
 
 Results 5.2.10.2
a. The results illustrated that the respondents believed that Procurement can improve 
all these additional initiatives as well.  
b. The selection of the respondents varied with 19% between the different options. 
  
 Conclusion 5.2.10.3
a. Based on the results above, it can be deduced that Procurement can influence and 
improve most of the cost reduction initiatives found in the Value Chain. Procurement 
might not influence and enhance every savings initiative applied by the Value Chain, 
but the responses showed that Procurement should be involved in order to indicate 
to what extent they could add value to Value Chain savings initiatives. 
b. The integration of Procurement and the Value Chain processes at this phase is thus 
confirmed beyond any doubt. 
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 Impact on methodology  5.2.10.4
The results of this question confirm that Procurement should be involved and integrate with 
the Value Chain at this phase to improve and enhance the impact of most cost reduction 
initiatives created by the Value Chain. The methodology should therefore provide for 
integration at this phase. 
 Discussion: Question 11 5.2.11
Except for the enhancement of typical cost reduction initiatives, it was important to establish 
if Procurement can add more value in this second phase of the Value Chain cost reduction 
process.   
The purpose of this question was thus to establish if Procurement must be involved and can 
add value during cost reduction initiative brainstorming sessions and workshops.   
 Question 11 5.2.11.1
Should Procurement be invited to Value Chain workshop/brainstorming sessions to discuss 
and create savings ideas? 
 
 
 
Figure 48: Question 11 Results 
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 Results 5.2.11.2
a. Only 2% of the respondents believed that Procurement should not be involved in 
Value Chain savings brainstorming sessions. 
 
 Conclusion 5.2.11.3
a. 98% of the respondents believed Procurement should be involved in this phase of 
the cost reduction processes even if it is only most of the time. This phase in the 
Value Chain savings process is the core of the savings process and creates an 
opportunity to generate and discuss savings initiatives with both Procurement and 
the Value Chain present. This integrated effort will ensure the optimisation of each 
saving initiative right from the beginning.  
 
 Impact on methodology  5.2.11.4
The results of this question confirm even further the integration of the two processes in this 
phase of the cost reduction process. These integrated brainstorming sessions will create 
synergy and cooperation between the departments early in the process. The joint effort will 
improve not only the size of the savings, but also the success of the implementation.  
 Discussion: Question 12 5.2.12
In phase two of the Strategic Sourcing process it is important for Procurement to gather 
internal and external information to formulise the sourcing strategy. The purpose of the 
question was to determine if Procurement and the Value Chain should work together and 
discuss the internal Value Chain related information in order to formulise the strategy in the 
next Procurement cost reduction phase. This was an important question, focussing on the 
collaboration between Value Chain and Procurement to reduce supply costs. 
 Question 12 5.2.12.1
 
Do you believe that the Value Chain and Procurement should discuss production 
schedules, product specifications, product quality, supply conditions, shipping and 
packaging etc. with the supplier?  
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Figure 49: Question 12 Results 
 
 Results 5.2.12.2
a. 95% of respondents believed that Procurement and the Value Chain should jointly 
work together with suppliers to reduce costs by creating clarity of the specifications 
and exact needs of the company. 
b. 5% selected only ‘sometimes’. 
 Conclusion 5.2.12.3
a. 5% of respondents agreed that the Value Chain and Procurement should at least 
sometimes work together, while the remaining 95% selected that they should always 
work together to improve internal processes involving their suppliers. This means 
that 100% (95% + 5%) of the respondents believed all the role players should work 
together, even if it is only on critical products and services. 
b. The above illustrates that the respondents believed it is necessary for all 
departments to collaborate and work across department boundaries to ensure 
maximum benefits to the company during a cost reduction project.  
c. Sharing the product and service requirements, production plans etc. will enhance the 
suppliers’ production schedules, quality of product and services, logistics, 
warehousing etc., improving the downstream efficiency. This joint effort will directly 
impact the bottom line of the company. 
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 Impact on methodology  5.2.12.4
Based on the results and the literature review of chapter 3, the methodology needs to 
provide for integration in phase two of the Strategic Sourcing process. The Value Chain can 
then share their internal specifications, production plans, and quality requirements etc. with 
Procurement to support their cost reduction effort.  
 Discussion: Question 13 5.2.13
This question relates to phase 4 in the Value Chain cost reduction process, which is to 
develop the implementation plans for each cost reduction initiative.   
Most Value Chain initiatives influence the quantity, specifications and terms and conditions 
of raw materials, labour etc. These changes have an impact on the implementation plans of 
Procurement and therefore are important to test if the implementation plans should be 
integrated. 
The purpose of this question was to determine if it is necessary for the cost reduction 
implementation plans of the Value Chain and Procurement to be integrated.    
 Question 13 5.2.13.1
 
Do you believe that it is important to incorporate the Procurement savings implementation 
plans of key commodities into the savings implementation plans of the Value Chain, if those 
commodities affect the outcome of the Value Chain savings initiatives? 
 
 
 
Figure 50: Question 13 results 
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 Results 5.2.13.2
a. 96% of the respondents believed that Procurement savings implementation plans 
should be incorporated into the Value Chain savings implementation plan. 
b. 2% did not agree that Procurement savings implementation plans should be 
incorporated into the Value Chain savings implementation plan. 
c. 2% selected ‘other’. 
 
 Conclusion 5.2.13.3
a. 96% of respondents agreed that the implementation plans of the Value Chain and 
Procurement initiatives should be integrated in order to optimise the cost reduction 
impact on the whole company. Because of the integrated effort, both parties play a 
major role in jointly implement the savings initiative on time. In some initiatives, 
timing will have an influence on the success of implementation and the impact on the 
bottom line. 
 
 Impact on methodology  5.2.13.4
Based on the results of this question, the cost reduction methodology should provide for the 
integration of the implementation plans of the Value Chain and Procurement cost reduction 
initiatives.  
 Discussion: Question 14 5.2.14
Based on the literature review, the development of KPI’s forms part of phase 5 in the Value 
Chain and Procurement cost reduction processes. This is the next step in the Value Chain 
and Procurement cost reduction processes following the approval of the implementation 
plans. Companies should decide how they are going to measure the impact when they are 
developing the implementation plans. KPI’s are normally used to measure the financial 
impact, success of implementation and efficiency improvement impact on the business. 
The purpose of this question was to determine if the performance measurements (KPI’s) of 
the two processes should be integrated.  
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 Question 14 5.2.14.1
Do you believe that the KPI’s of Procurement and Value Chain savings initiatives should be 
aligned and/or feed into each other to reflect the true savings impact on the bottom line? 
 
 
 
Figure 51: Question 14 Results 
 
 Results 5.2.14.2
a. 97% of the respondents agreed that the KPI’s of the Value Chain and Procurement 
savings processes should feed into each other and be aligned.  
b. 3% respondents believed the KPI’s should not be aligned or feed into each other. 
 
 Conclusion 5.2.14.3
a. The majority of the respondents believed that the KPI’s of the Value Chain and 
Procurement cost reduction processes should feed into each other and be aligned in 
order to reflect the true efficiency improvement impact of both these process across 
the entire company, reflecting the total impact. 
 
 Impact on methodology  5.2.14.4
The methodology should therefore provide for the integration of the KPI’s of the Value 
Chain and Procurement cost reduction processes in order to measure total company 
impact. 
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 Discussion: Question 15 5.2.15
During implementation of new Value Chain initiatives in phase 6, there are always 
possibilities that the specification, quality, volumes etc. of products/services required might 
change due to unforeseen circumstances. This will force Procurement to revisit their supply 
contracts. 
The purpose of this question was to determine if the Value Chain and Procurement cost 
reduction processes need to be integrated during the implementation of new initiatives.  
 Question 15 5.2.15.1
Do you believe that Procurement will be able to re-negotiate existing contracts in order to 
support new Value Chain (operations) savings initiatives? 
 
 
 
 
 
Figure 52: Question 15 Results 
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 Results 5.2.15.2
a. 97% of respondents indicated that it is possible to renegotiate existing contracts with 
suppliers in order to realise the full potential of their savings initiatives in the Value 
Chain. 
b. Only 3% of respondents disagreed. 
 
 Conclusion 5.2.15.3
The majority of respondents believed that it is possible to renegotiate existing contracts with 
suppliers in order to realise the full potential during implementation of Value Chain 
initiatives. 
Most efficiency improvement initiatives influence the specifications of commodities, 
suppliers, terms and conditions of supply, stock levels of raw material or logistics in one 
way or another. These changes force Procurement to renegotiate contracts to support the 
Value Chain cost reduction initiatives during implementation. This is a key step which 
impacts the bottom line and requires an integrated effort to realise the savings. This also 
creates an opportunity for Procurement to influence savings in a positive way.  
 Impact on methodology  5.2.15.4
The results above made it clear that the methodology should make provision for the 
integration of the Value Chain and Procurement during the implementation of initiatives.    
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 Discussion: Question 16 5.2.16
Phase 7 focussed on the tracking and reporting of the implementation of cost reduction 
initiatives and their impact on the company. During the literature review it was noticeable 
that there were different opinions on how to calculate the final impact on the company 
budget of the cost reduction processes.   
The purpose of the question was to get the opinion of the respondents regarding the 
detailed calculations of the final impact on company budget. 
 Question 16 5.2.16.1
 
When the company reports savings to management, how are the savings calculated and 
reported? 
a) The company reports only savings and not budget increases. 
b) The company deducts budget increases from savings. 
c) Other. 
 
 
 
 
 
Figure 53: Question 16 results 
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 Results 5.2.16.2
a. 49% of the respondents believed that the company should only report savings and 
not budget increases. 
b. 39% of the respondents believed that the company should deduct budget increases 
from the savings and report the net impact on the bottom line. 
c. 12% selected ‘other’. 
 
 Conclusion 5.2.16.3
a. It is clear that there are two schools of thought, such as in the literature on how the 
cost reduction impact should be calculated and reported. The results indicated that 
most of the companies support ‘a’ (49%), although a large percentage (39%) of the 
respondents believed the opposite (‘b’).   
b. Option ‘a’ followers (49%) believed that the savings they reported were due to 
specific interventions that led to the savings, therefore they reported on the impact of 
the interventions and expressed the results in Rand values saved. The partial non-
controllable increase of costs such as inflation, exchange rates and sudden 
commodity increases, which caused the leakage in savings, were therefore removed 
from the equation and were not deducted from their savings effort. This approach 
does, however, allow for inefficiencies to sneak in and remain relatively unnoticed, 
affecting the company savings negatively. Option ‘a’ is typically applicable when 
companies focus their savings effort on only one of the areas, such as Procurement 
or the Value Chain. The company therefore ends up measuring purely the savings 
effort from the specific process because they do not have sole control of the budget 
increases and spend. 
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c. Option ‘b’ followers (39%) believed that the impact on the bottom line is what matters 
and therefore reported the net impact after budget increases. This approach puts 
pressure on the business to absorb the savings leakage (budget increases) and they 
must work harder to reach the company’s original savings targets. Option ‘b’ is 
typical when companies face closure or have a compelling reason to improve their 
bottom lines. This approach is used by companies implementing savings in 
Procurement as well as the Value Chain. It is therefore possible to measure the net 
impact on the bottom line due to the involvement of the whole company. 
d. Option ‘c’ (12%) was selected by respondents who did not choose either option ‘a’ or 
‘b’ for the following reasons: 
• Some companies report both option ‘a’ and ‘b’ and use these figures purely as a 
guideline for future budgetary purposes. 
• Some report bottom line cost savings separately from cost avoidance savings, as 
cost avoidance savings only prevent budget increases. 
• In the Procurement environment, some companies only report price variance 
relative to market price variances and forecasted price variances, and not 
necessarily total savings.   
 
 Impact on methodology  5.2.16.4
There was no specific impact on the methodology except that the companies implementing 
the methodology should establish cost reduction rules for their cost reduction process 
upfront and manage them accordingly.  
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 Discussion: Question 17 5.2.17
Phase 8 focussed on the final reporting of the impact by Procurement and the Value Chain. 
During the literature review it was noticeable that there were different opinions on how to 
calculate and report the final impact on the company’s bottom-line. The main reason for this 
question was to test the opinion of the respondents on the integration of the final cost 
savings reported. 
 Question 17 5.2.17.1
 
What do you believe that Procurement savings reported should be based on?  
a. Actual volumes of the items purchased. 
b. Volumes effectively used in final products delivered to client (savings on volumes of 
all inefficiencies and waste items removed). 
c. Other. 
 
 
 
Figure 54: Question 17 Results 
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 Results 5.2.17.2
a. 49% of the respondents believed that the savings should be based on the actual 
item volumes purchased. 
b. 41% of the respondents believed that they should be based on the final products 
sold. 
c. 10% selected ‘other’. 
 
 Conclusion 5.2.17.3
a. 49% of respondents supported savings based on actual items purchased. This 
behaviour is typical amongst companies where the savings from Procurement and 
the Value Chain are reported separately. Procurement therefore believes that the 
inefficiencies of the Value Chain are not their responsibility and that their savings 
efforts should not be penalised. This behaviour inflates savings and disguises the 
inefficiencies in the Value Chain, specifically in companies where only savings in 
Procurement are measured. An example of this is when Procurement reports a 
saving on an item which forms part of a component which is scrapped later in the 
production process during quality inspections. Although the cost of the component 
which was scrapped is higher the Procurement saving on it, the saving in the 
procurement of the item still gets reported as a saving to the company.  
b. 41% of respondents believed that savings on items not utilised in the end product 
due to inefficiencies (wasted items), should be deducted from the savings of 
Procurement. This approach prevents the company from reporting savings on items 
which needs to be replaced due to the quality of the manufacturing process, poor 
production planning, plant breakdowns, etc.   
c. The remaining 10% could be attributed to the following: some companies track both 
‘A’ and ‘B’, however ‘A’ is very difficult to manage or measure as they procure stock 
whilst engaged in ‘As and When’ contracts. (Their order book changes throughout 
the year as and when new tenders are won, hence it is difficult to manage ‘A’.) Some 
companies, meanwhile, measure the savings on Total Cost of Ownership. 
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 Impact on methodology  5.2.17.4
There was no specific impact on the methodology except that the companies implementing 
the methodology should establish cost reduction rules for their cost reduction process 
upfront and manage them accordingly.  
 
 Discussion: Question 18 5.2.18
The purpose of sub-objective 4 was to investigate the needs and specifications of a cost 
reduction tracking and reporting system. All the functionalities (phases) discussed during 
the literature review should be added to the system.  
The purpose of this question was to get the opinion of the respondents on additional 
functionalities they thought should be added to the tracking and reporting system.  
 Question 18 5.2.18.1
Name some systems requirements your company might implement to improve the savings 
process and savings success? 
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 Responses to question 18 5.2.18.2
a. “Full electronic processes to capture increases in efficiency based on better working, 
storing, and managing of stock, which reduce costs. These include electronic 
baseline adjusters and electronic availability of actual indices movements. A true 
reflection of savings is auditable when human intervention is excluded”. 
b. “Improved reporting on commodity savings and/or metrics to indicate ROI on 
implementations of commodities/services procured, and in terms of LCA across the 
Value Chain”. 
c. “Fully integrated SAP system with visibility of commodity/activity and related cost 
compared to budget or previous financial years”. 
d. “Spend data - detailed descriptions of data cleaning and management”. 
e. “Process design and maps linked to ABC costing models”. 
f. “Alignment of core functional processes to feed each other to reflect true savings. 
The worst scenario is to have stand-alone systems for maintenance (preventive or 
scheduled). There are opportunities everywhere for accruing cost savings; every 
activity or process is a cost centre”. 
g. “Visual identification of the savings by department and project”. 
h. “Consolidated database of initiatives”.  
i. “Project management and reporting”.  
j. “Dash board for tracking progress”. 
k. “A more informed Business Warehouse System would give proper reports on actual 
savings”. 
l. “Tracking systems and KPI management (basically any Business Information 
System)”.  
m. “Enhance transparency of successful procurement initiatives”. 
n. “System to facilitate the monitoring/measurement of savings against set criteria 
(other than Excel)”. 
o. “Quality of baseline information”. 
p. “An integrated system that takes into account Value Chain and Procurement 
processes”. 
q. “Currently only measure key commodities due to time vs. cost”. 
r. “There needs to be a centralised database; we have too many people running their 
own little private "system". We need to standardise this”. 
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s. “Total cost of ownership”,  
t. “A direct savings capturing mechanism which records the costs of inefficiencies. 
u. “Budget monitoring tools”. 
v. “Savings tracking and reporting software”. 
w. “Detailed RFQ document showing cost break-downs of different activities in the 
production process”. 
x. “Alignment and integration of budget, purchasing and general ledger systems”. 
y. “Integration of financial systems to reporting tools”. 
 
 Conclusion 5.2.18.3
The initial intention of the system needs to be taken into account when evaluating some 
suggestions from the respondents. The initial intention of sub-objective 4 was to develop 
the functionality/requirements of a tracking and reporting system.    
Due to the specific scope of the system the following additional system requirements were 
selected for their potential value adding capabilities to the system. 
a. A cost savings system that integrates with SAP. 
b. Total cost of ownership calculation capabilities,  
c. Spend analysis capabilities 
d. A continuous improvement system. 
e. Dash board for tracking progress. 
 
Some of the above responses are very valuable to add to the intended functionality of the 
system.  
 Impact on methodology  5.2.18.4
There was no specific impact on the methodology; however the responses did suggest 
some functionality that needs to be considered when the tracking and reporting system is 
designed.   
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 Discussion: Question 19 5.2.19
Although a thorough literature review as well as the survey was used to develop the 
integrated cost reduction methodology, the author decided to test the methodology by 
getting suggestions from the respondents regarding other potential integration points which 
were not already provided for in the integrated process.   
 Question 19 5.2.19.1
 
Although a thorough literature review as well as a survey was used to develop the 
integrated cost reduction methodology, the author decide to test the methodology by getting 
suggestions from the respondents regarding other potential integration points which were 
not already provided for in the integrated process.   
 Responses to question 19 5.2.19.2
Below is a summary of all the responses to this question. Some of the responses focused 
on the business areas where respondents believed efficiency improvement processes 
should be applied to generate savings. Other respondents indicated functionalities which 
should be focussed on when integrating the Value Chain and Procurement savings 
processes.   
A. Suggested functionalities that should  be added to the integrated savings 
process: 
a. “On-going financial insight on procurement impact on business”. 
b. “Real-time breakdown of cost (ABC analysis)”. 
c. “Ensure that only one financial baseline is used during the implementation of both 
processes”. 
d. “Clear visibility of all optimisation projects across the group”. 
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B. Suggested business areas that should be covered during the implementation of 
the savings process: 
a. “Marketing and sales”. 
b. “Carbon/environmental footprint reporting”. 
c. “Procurement to have seat on investment committee”. 
d. “MRP (Material Requirement Planning) systems”. 
e. “HR resource management and communication”. 
f. “On-going supplier relationship assessment and performance measurement”. 
g. “Centralised Procurement and Value Chain will enhance integration and savings 
opportunities”. 
h. “Import and exports”. 
i. “Information Technology sourcing and integration”. 
j. “Business improvement projects and capital projects integration with Value Chain 
and Procurement”. 
k. “Standardisation of business processes and systems”. 
l. “New product development with input from Procurement and Value Chain”. 
m. “Demand planning and forecasting accuracy improvement”.  
n. “Better predictability of materials requirements”. 
o. “Consolidation of business requirements”. 
p. “Project budget approvals”. 
q. “Business forecasting plans to align Strategic Sourcing and operations”. 
r. “Procurement involvement as early as sales order stage”. 
 
 Conclusion 5.2.19.3
Although there was a range of answers to this question, some were not relevant due to 
different interpretations of the question; some of the items on the list are sub processes 
already included in the main phases of the cost reduction processes. 
Only two new possible integration points were identified - ‘demand forecasting’ and 
‘marketing and sales’. 
 Impact on methodology  5.2.19.4
There was no specific impact on the methodology, however seeing that both the valid 
suggestions were related to sales and marking, it is worthwhile considering this as an 
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extension to the current methodology. Sales increases will influence production and 
increased production will increase the demand for more resources such as material and 
services. Integrating marketing and sales with the current cost reduction methodology will 
thus be a topic for further research, improving the bottom line of the company.     
  
CHAPTER FIVE – RESEARCH RESULTS 
181 
 
 Discussion: Question 20 5.2.20
The purpose of the last question was to get the opinion of the respondents regarding the 
value adding potential of the suggested integrated cost reduction methodology and tracking 
and reporting system. 
 Question 20 5.2.20.1
 
Do you believe a software system that will be able to address the above areas of integration 
will enhance your savings capabilities in the future? 
 
  
 
 
Figure 55: Question 20 results 
 
 Results 5.2.20.2
a. 84% of respondents believed that a fully integrated Value Chain and Procurement 
savings system can enhance the savings capability of their companies.  
b. 8% of the respondents disagreed. 
c. 8% of selected ‘other’.  
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 Responses to question 20  5.2.20.3
The following responses were received where the respondents selected ‘no’ or ‘other’: 
a. “Systems are only as good as the information and data management fed into them”. 
b. “It is important for the operational teams to buy into the program first; thereafter any 
system used will provide value”. 
c.  “Depends on company maturity”. 
d. “Depends on technology maturity, functionality, cost and ROI”. 
e. “Must be supported by proper skills and management commitment.” 
 
 Conclusion 5.2.20.4
a. The majority of the respondents believed that there is a need for system that can 
integrate the Value Chain and Procurement cost reduction processes and that such 
a system will definitely enhance the company’s cost reduction capabilities in the 
future. 
b. 16% of the respondents selected ‘no’ or ‘other’. They emphasised that all the 
problems in the cost reduction projects cannot be solved with an integrated cost 
reduction system alone, but that other issues like management commitment, skills 
shortages, proper cost reduction methodology, company maturity and business 
processes also need to be addressed in order to improve a company’s poor 
performance. 
 Impact on methodology  5.2.20.5
There was no specific impact on the methodology. The responses however did emphasise 
that an integrated Value Chain and Procurement cost reduction system will enhance their 
savings capabilities in the future.  
5.3 CONCLUSION 
From the above it was possible to determine the integration points between the two cost 
reduction processes via the results obtained from the survey. The recommended integrated 
Value Chain and Procurement cost reduction methodology will be discussed in the next 
chapter
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6.1 INTRODUCTION  
The main purpose of this research was to identify how and where the Value Chain cost 
reduction process and the Procurement cost reduction process integrate. 
 
The main question that needed to be answered in this research was: What should the 
specifications of a software solution be that will integrate the Value Chain and Procurement 
cost reduction processes in a manner that will ensure maximum sustainable bottom-line 
savings for companies in the manufacturing or service industries?  
 
The following sub-objectives were developed in order to investigate all the aspects in the 
main objective: 
 Sub-objective one  6.1.1
The purpose was to determine the key phases found in cost reduction methodologies 
currently being used during Value Chain cost reduction processes. 
 
Method: In order to resolve sub-objective one a literature review was conducted, as 
discussed in Chapter 2. A survey was used to confirm the phases identified in the Value 
Chain cost reduction process. 
 Sub-objective two  6.1.2
The purpose was to determine the key phases in cost reduction methodologies currently 
being used during Procurement cost reduction processes. 
 
Method: In order to resolve sub-objective two, a literature review was conducted as 
discussed in Chapter 3. A survey was used to confirm the steps identified in the 
Procurement cost reduction process. 
 Sub-objective three  6.1.3
The purpose was to identify the integration points between the Value Chain cost reduction 
process and the Procurement cost reduction process. 
 
Method: In order to resolve sub-objective three, an online survey was used to determine 
the integration points between the two cost reduction processes.  
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 Sub-objective four  6.1.4
The purpose was to investigate the need and functionality requirements for an integrated 
cost reduction tracking and reporting system. 
 
Method: In order to resolve sub-objective four, an online survey was used to determine the 
need and functionality requirements for a system that will manage the integration of the two 
cost reduction processes and track and report the impact on the company’s bottom-line. 
 
The literature review in chapter 2 and 3 as well as the results from the survey were used to 
solve the main objective and the four sub-objectives. The findings were used to develop 
and compare the two processes in order to develop the integrated Value Chain and 
Procurement cost reduction processes, as well as the system requirements.   
 
The research conclusions and recommendations on each of the sub-objectives and the 
main objective are discussed below. 
6.2 SUB-OBJECTIVE ONE: CONCLUSION 
The purpose was to determine the key phases found in cost reduction methodologies 
currently being used during Value Chain cost reduction processes. 
The literature review in chapter 2 was used to develop Value Chain cost reduction process. 
The conclusion on each of the phases is discussed below. 
 Phase 1: Value Chain conclusion 6.2.1
Figure 56 illustrates phase 1 (budget, ABC costing, performance indicators and data 
analysis), which was developed through the literature review in chapter 2.  The main 
activities in this phase, according to Vaznonienė (2012), Adams (2008), Cokins (2010), 
Ittner (2002), Southerst (1994), Tratton (2009), Miagi (2003), Parmenter (2001) and Colin 
(2008), were: 
a. The budget analyses of all departments taking part in the Value Chain cost reduction 
project; 
b. The application of Activity Based Costing principles on each budget; 
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c. The identification of cost drivers and the related cost for each activity in the 
department; and 
d. The development of results indicators and performance indicators. 
 
 
Figure 56: Value Chain Cost reduction Process (Phase 1) 
 
 Phase 2: Value Chain conclusion 6.2.2
Figure 57 below illustrates phase 2 (generate ideas) as the next step following phase 1, as 
developed through the literature review in chapter 2.  The main activities in this phase, 
according to Tatter (2001), Magadley (2012), Wynder (2008), Robinson (2012), Coney 
(2010), Brendell (2005), Cutler (2010) and Baer (2012), were: 
a. Analysis of cost drivers linked to high costs; 
b. The implementation of cost reduction idea generation techniques to generate cost 
reduction ideas; and 
c. The implementation of an idea management system. 
 
 
Figure 57: Value Chain Cost Reduction Process (First two phases) 
 
 
Phase 1 
• Budget, ABC costing, performance 
indicators and data analysis 
Phase 1 
• Budget/ABC costing, performance 
indicators and data analysis 
Phase 2 
• Generate ideas 
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 Phase 3:  Value Chain conclusion 6.2.3
Figure 58 below illustrates phase 3 (evaluate and approve ideas) as the next step following 
phase 2 (generate ideas), developed through the literature review in chapter 2.  The main 
activities in this phase according to Martinsuo and Poskela (2011) and Xue-gen (2007) 
were: 
a. The establishment of a  committee to approve all cost reduction ideas; 
b. The development of evaluation criteria to access ideas, taking into account the long 
term and short term strategies of the company; and 
c. The approval of ideas that fall within the company risk profile, taking into account the 
resource and capital requirements. 
 
 
Figure 58: Value Chain Cost Reduction Process (First three phases) 
 
 Phase 4: Value Chain conclusion 6.2.4
Figure 59 below illustrates phase 4 (implementation planning and approval) as the next 
step following phase 3 (evaluate and approve ideas), as developed through the literature 
review in chapter 2.  The main activities in this phase according to Oni (2008), Muther 
(2011) and Zwikael (2009) were: 
Phase 1 
• Budget/ABC costing, performance 
indicators and data analysis 
Phase 2 
• Generate ideas 
Phase 3 
• Evaluate and approve ideas  
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a. The development of a project plan that is reliable and that represents stakeholders’ 
requirement; 
b. The development of planning specific activities such as activity duration estimation, 
scope planning, activity definition planning, schedule development and project plan 
development; and 
c. The approval of idea implementation plans, taking into account company strategy, 
objectives, cost reduction rules and the human factor during implementation. 
 
 
Figure 59: Value Chain Cost Reduction Process (First four phases) 
 
 Phase 5: Value Chain conclusion 6.2.5
Figure 60 below illustrates phase 5 (development of project specific KPI’s) as the next step 
following phase 4 (implementation planning and approval), as developed through the 
literature review in chapter 2.  The main activities in this phase according to Bryde (2005), 
Parmenter (2001) and Kuzeljevich (2011) were: 
 
Phase 1 
• Budget/ABC costing, performance indicators 
and data analysis 
Phase 2 
• Generate ideas 
Phase 3 
• Evaluate and approve ideas 
Phase 4 
• Implementation planning and approval 
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a. The development of a performance measurement system; 
b. The development of project specific Key Performance Indicators; 
c. The alignment of KPI’s with company strategy and objectives; and 
d. The setting of targets for each KPI. 
 
 
 
Figure 60: Value Chain cost reduction process (First five phase) 
 
 Phase 6: Value Chain conclusion 6.2.6
Figure 61 below illustrates phase 6 (implementation of ideas) as the next step following 
phase 5 (development of project specific KPI’s), as developed through the literature review 
in chapter 2.  The main activities in this phase according to Oni (2008), West (2001), Axtell 
(2000), Holum (2012) and Thi (2010) were: 
Phase 1 
• Budget/ABC costing, performance indicators and 
data analysis 
Phase 2 
• Generate ideas 
Phase 3 
• Evaluate and approve ideas 
Phase 4 
• Implementation planning and approval  
Phase 5 
• Development of project (idea) specific KPIs 
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a. The resourcing of all cost reduction projects; 
b. The implementation of all the cost reduction projects (ideas), taking into account all 
external factors influencing successful execution; and 
c. The control and monitoring of all project implementation activities. 
 
 
Figure 61: Value Chain Cost Reduction Process (First six phases) 
 
 Phase 7: Value Chain conclusion 6.2.7
Figure 62 below illustrates phase 7 (track and report savings) as the next step following 
phase 6 (implementation of ideas), as developed through the literature review in chapter 2.  
The main activities in this phase according to Snow (2006), Maiga (2003), Rau (2004), 
Heidrich (2010) and Kaczmarek (2008) were: 
Phase 1 
• Budget/ABC costing, performance indicators and 
data analysis 
Phase 2 
• Generate ideas 
Phase 3 
• Evaluate and approve ideas 
Phase 4 
• Implementation planning and approval  
Phase 5 
• Development of project (idea) specific KPIs 
Phase 6 
• Implementation of ideas 
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a. The selection and development of a performance measurement system (dashboard) 
that fits management requirements; 
b. The tracking and reporting of actual performance against the projected values of the  
budget, project implementation plans, KPI’s and targets; 
c. The management of projects according to their individual performances; and 
d. Implementation of corrective action to improve cost reduction performance. 
 
 
Figure 62: Value Chain Cost Reduction Process (First seven phases) 
 
The Value Chain cost reduction process, illustrated in Figure 62 above, was used to 
determine the integration points in this study from a Value Chain perspective.    
Phase 1 
•Budget/ABC costing, performance 
indicators and data analysis 
Phase 2 
•Generate ideas 
Phase 3 
•Evaluate and approve ideas 
Phase 4 
•Implementation planning and approval 
Phase 5 
•Development of project (idea) specific KPIs 
Phase 6 
•Implementation of ideas 
Phase 7 
•Track and report savings 
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6.3 SUB-OBJECTIVE TWO: CONCLUSION  
The purpose was to determine the key phases in cost reduction methodologies currently 
being used during Procurement cost reduction processes. Strategic Sourcing is a well-
known cost reduction process used in Procurement to reduce purchasing costs. 
 Purpose of question 5 6.3.1
The purpose of this question was to confirm the seven phases found during the literature 
review and see if they matched the Procurement cost reduction processes implemented by 
companies. The response to this question solved sub–objective 3. 
 Question 5 6.3.1.1
 
Do you believe that the following key phases are typical high level stages used by your 
company in the Strategic Sourcing process? 
 
• Develop database/spend analysis 
• Profile internally and externally 
• Develop strategy 
• Screen suppliers and create selection criteria 
• Shape and negotiate agreements 
• Implement agreements 
• Track and report  
 
 Results 6.3.1.2
The results of the question indicate that 64% of the respondents believed that the phases 
described are at least 80% similar to the Strategic Sourcing process they implement. 
81% of the respondents believed that the suggested process is at least 50% similar to the 
Strategic Sourcing process they implement. Due to the importance of this question it was 
necessary to determine where the processes differ. The differences can be explained as 
follows.  
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In this study only the main high level phases found in the Strategic Sourcing process were 
listed in the question, and not the detailed sub phases, for simplicity purposes. The missing 
sub phases were the main reason for the respondents not fully agreeing with the suggested 
phases in the process.   
 Conclusion 6.3.1.3
In chapter 3 of the literature review, Engel (2004), Ball (2005), Gager (2011), Cuomo (2013) 
and Clegg (2005) all concurred that the seven phases found in the Procurement cost 
reduction process (Strategic Sourcing) are those illustrated in Figure 63  below. These 
seven phases of the Strategic Sourcing process were confirmed by the responses to 
specific questions in the survey.  
 
 
Figure 63: Procurement Cost Reduction Process (Strategic Sourcing) 
Phase 1 
• Team selection/data 
collection/spend analysis/work 
plan development 
Phase 2 
• Access requirements/internal and 
external analysis 
Phase 3 
• Develop strategy/shape value 
proposition 
Phase 4 
• Screen suppliers, issue RFI/P/Q 
implementation planning 
Phase 5 
• Conduct commercial event/ 
negotiate/finalise contract 
Phase 6 
• Implement contract 
Phase 7 
• Contract management/track and 
reporting 
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The Procurement cost reduction process, illustrated in Figure 63 above, was used to 
determine the integration points in this study from a Procurement perspective.    
6.4 SUB-OBJECTIVE THREE: CONCLUSION 
The purpose of sub-objective three was to identify the integration points between the Value 
Chain cost reduction process and the Procurement cost reduction process. The survey was 
developed primarily to determine where the two cost reduction processes integrate. The 
results of the survey confirmed the phases of the Value Chain cost reduction process and 
the Procurement cost reduction process. The survey also successfully established where 
the two cost reduction processes integrate, thus solving sub-objective three.  
Before elaborating on the integration of the two processes the author deemed it important 
to highlight the interaction between the Value Chain, Procurement and the suppliers at each 
of the phases in the two processes.  
 The interaction between the Value Chain, Procurement and suppliers 6.4.1
The interaction between the different role players within the integrated cost reduction 
process are summarised in Table 1 below.  
Table 1: Interaction between the Value Chain, Procurement and suppliers 
Value Chain Cost 
Reduction process 
Value Chain and 
Procurement Interaction 
Procurement Cost 
Reduction Process 
Supplier and Procurement 
interaction 
Phase 1: 
Budget/ABC costing and 
data analysis 
 
VALUE CHAIN: ABC 
Analysis ID cost drivers 
including products, labour 
requirements. 
PROCUREMENT: 
Spend Analysis on new 
products  
Phase 1: 
Team selection/data 
collection/spend 
analysis/work plan 
development 
 
 
Phase 2: 
Generate ideas 
 
VALUE CHAIN: Specify 
new products requirements 
PROCUREMENT: Access 
new requirement 
Phase 2: 
Access requirements/ 
internal and external 
analysis 
 
PROCUREMENT: analyse 
potential supplier, trends, 
price, technologies, 
determine TCO 
Phase 3: 
Evaluate and approve ideas 
 
VALUE CHAIN: Evaluate 
and approve Value Chain 
ideas 
PROCUREMENT: Develop  
and approve sourcing 
strategy 
Phase 3: 
Develop strategy/shape 
value proposition 
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Phase 4: 
Implementation planning 
and approval 
 
VALUE CHAIN: Plan idea 
implementation (project 
plan) 
PROCUREMENT: Plan 
contract implementation, 
input to VC. project plan 
Phase 4: 
Screen suppliers, issue RFI 
/P /Q implementation 
planning 
SUPPLIER: Submit 
proposal/info 
PROCUREMENT: Evaluate 
supplier info/ proposal 
Phase 5: 
Develop KPI’s and set 
planned target 
 
VALUE CHAIN: Develop 
KPI’s 
PROCUREMENT Develop 
KPI’s according to VC 
needs, negotiate expected 
performance 
Phase 5: 
Conduct commercial event/ 
develop KPI’s/negotiate/ 
finalise contract 
 
SUPPLIER: Negotiate 
contract and KPI’s, sign 
contract 
PROCUREMENT: 
Negotiate, contract and 
KPI’s, sign contract  
Phase 6: 
Implement ideas 
 
VALUE CHAIN: Implement 
Idea, measure performance  
PROCUREMENT: Finalise 
savings, Implement 
communication plan, 
change management plan,  
Phase 6: 
Implement contract 
 
SUPPLIER: Apply contract 
conditions,  
PROCUREMENT: 
Communicate with supplier 
Phase 7: 
Manage project/track and 
report savings 
 
VALUE CHAIN: measure 
and report  performance 
PROCUREMENT: measure 
and report  performance 
Phase 7: 
Contract management/ track 
& reporting 
 
SUPPLIER: Perform 
according to contract 
PROCUREMENT: Manage 
contract, measure and 
report performance 
 
From the above it is clear that collaboration is important between the Value Chain, 
Procurement and the suppliers in order to reach maximum benefits from the process. All 
three play a role at most of the phases of the integration process. 
6.5 THE INTEGRATED COST REDUCTION PROCESS 
It is important to note that according the literature review of chapter 2 and 3, both the Value 
Chain and Procurement cost reduction processes consist of seven phases. The integration 
points of the two cost reduction processes were determined by the survey. The section 
below highlights the applicable questions and their respective results, which were used to 
determine the integration points at each phase of the two cost reduction processes. In 
some circumstances more than one question was listed per phase in order to cover all the 
activities taking place at that specific phase during the literature review. 
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 Phase 1 integration 6.5.1
 Purpose of question 7 6.5.1.1
The purpose of this question was to confirm if the setting of the baseline budget is indeed 
the first phase for both processes, thus confirming the need to integrate at this phase. 
 Question 7 6.5.1.2
Should any cost savings process (Value Chain and Procurement) start by setting a realistic 
baseline budget or commodity spend base against which future cost savings progress can 
be tracked and measured? 
 Results 6.5.1.3
An overwhelming 93% of respondents confirmed that setting the baseline budget and 
spend base should be the first phase in the Procurement and Value Chain cost reduction 
process. Figure 64 illustrates the integration at this phase.  
 Purpose of Question 8 6.5.1.4
The purpose of this question was to determine if the results of the ABC analysis in the 
Value Chain can add value to the procurement cost reduction process, thus confirming the 
need to integrate at this phase. 
 Discussion: Question 8 6.5.1.5
Activity Based Costing (ABC) is a technique used by the finance team to break down the 
costs of each activity taking place within the company. The cost per activity is broken down 
into categories such as labour cost, material cost, services cost, machine cost and 
overhead cost per activity. 
 Question 8 6.5.1.6
Do you believe that Procurement can use this cost breakdown per activity to create savings 
opportunities for the Value Chain? 
 Results 6.5.1.7
An overwhelming 92% of the respondents believed that this cost breakdown and cost 
allocation technique (ABC technique) could help Procurement to create and improve 
savings for the Value Chain. Figure 64 illustrates the integration at this phase. 
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Figure 64: Phase 1 Integration  
 
 Concluding summary 6.5.1.8
In this phase, the Value Chain applies Activity Based Costing (ABC) to identify cost drivers 
which are the focus areas for cost reduction. The ABC analysis enables the Value Chain to 
identify the products and services with cost reduction opportunities. The Value Chain 
provides sourcing requirements to Procurement in order for them to reduce sourcing costs. 
Procurement selects a sourcing team based on this information, does a spend analysis on 
the products and services required, and develops a sourcing work plan (Vaznonienė, 2012; 
Adams, 2008; Cokins, 2010; Ittner, 2002; Southerst, 1994; Tratton, 2009; Miagi, 2003; 
Parmenter, 2001; Colins,2008). 
 Phase 2 integration 6.5.2
 Purpose of Question 9 and Question 10 6.5.2.1
The purpose of this question was to determine if Procurement can improve the savings 
generated from the Value Chain cost reduction initiatives, hence integrating with the Value 
Chain in this phase.  
 Question 9 and Question 10 6.5.2.2
Below is a list of savings initiatives used by the Value Chain. Please indicate which of these 
initiatives Procurement can influence to help create savings. You may choose more than 
one. 
Ten typical cost reduction initiatives implemented by the Value Chain were listed and used 
as examples to determine if Procurement can enhance the savings generated from these 
initiatives. 
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 Results 6.5.2.3
The results illustrated that the respondents believed that Procurement can improve all the 
initiatives listed. Figure 65 illustrates the integration at this phase. 
 Purpose of Question 11 6.5.2.4
The purpose of this question was to establish if Procurement must be involved and can add 
value during cost reduction initiative brainstorming sessions and workshops.   
 Question 11 6.5.2.5
Should Procurement be invited to Value Chain workshop/brainstorming sessions to discuss 
and create savings ideas? 
 Results 6.5.2.6
98% of the respondents believed that Procurement should be involved in Value Chain 
savings brainstorming sessions. Figure 65 illustrates the integration at this phase. 
 
Figure 65: Phase 2 Integration 
The departments in the Value Chain do brainstorming and come up with ideas to reduce 
cost. They could also come up with additional products/services where the specifications, 
volumes and designs are changed or complete new products/services are required. 
Procurement accesses all requirements and does an internal and external analysis (Tatter, 
2001; Magadley, 2012; Wynder, 2008; Robinson, 2012; Coney, 2010; Brendell, 2005;  
Cutler, 2010; Baer, 2012).  
 Phase 3 integration 6.5.3
Based on the literature in chapter 2 and 3, the next logical step was to approve all the 
initiatives of both processes. In the case of Procurement an initiative is generally known as 
a procurement strategy. No specific question was thus asked regarding this logical step, 
due to online questionnaire capacity. Figure 66 illustrates the integration at this phase. 
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Figure 66: Phase 3 Integration  
 
 Concluding summary 6.5.3.1
Procurement develops the sourcing strategy for each of the product/service categories, 
provides an estimate of savings which will result from the strategy and shares this 
information with the Value Chain. The Value Chain adds all the savings information, such 
as risk, capital required and impact on resources, to their own savings information, and 
presents it to the savings committee for approval (Martinsuo & Poskela, 2011; Xue-gen, 
2007). 
 Phase 4 integration 6.5.4
 Purpose of Question 12 6.5.4.1
The purpose of the question was to determine if Procurement and the Value Chain should 
work together and discuss the internal Value Chain related information in order to formulise 
the strategy in the next Procurement cost reduction phase. This was an important question, 
focussing on the collaboration between Value Chain and Procurement to reduce supply 
costs, thus confirming the need to integrate at this phase. 
 Question 12 6.5.4.2
Do you believe that the Value Chain and Procurement should discuss production 
schedules, product specifications, product quality, supply conditions, shipping and 
packaging etc. with the supplier?  
 Results 6.5.4.3
95% of respondents believed that Procurement and the Value Chain should jointly work 
together with suppliers to reduce costs by creating clarity on the specifications and exact 
needs of the company. Figure 67 illustrates the integration at this phase. 
CHAPTER SIX – CONCLUSIONS AND RECOMMENDATIONS 
200 
 
 Purpose of Question 13 6.5.4.4
The purpose of this question was to determine if it is necessary for the cost reduction 
implementation plans of the Value Chain and Procurement to be integrated, thus confirming 
the need to integrate at this phase.   
 Question 13 6.5.4.5
Do you believe that it is important to incorporate the Procurement savings implementation 
plans of key commodities into the savings implementation plans of the Value Chain, if those 
commodities affect the outcome of the Value Chain savings initiatives? 
 Results 6.5.4.6
96% of the respondents believed that Procurement savings implementation plans should be 
incorporated into the Value Chain savings implementation plan. Figure 67 illustrates the 
integration at this phase. 
 
Figure 67: Phase 4 Integration 
 Concluding summary 6.5.4.7
Based on supplier selection criteria and analysis, Procurement selects potential suppliers 
and issues an RFI /P /Q. Procurement also calculates TCO for different supplier offerings 
and develops an implementation plan. The Value Chain integrates this implementation plan 
with their implementation plan of all the cost reduction ideas that were approved. Approval 
is then obtained from the savings committee for an integrated project implementation plan 
(Oni, 2008; Muther, 2011; Zwikael, 2009). 
 Phase 5 integration 6.5.5
 Purpose of Question 14 6.5.5.1
The purpose of this question was to determine if the performance measurements (KPI’s) of 
the two processes should be integrated, thus confirming the need to integrate at this phase. 
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 Question 14 6.5.5.2
 
Do you believe that the KPI’s of Procurement and Value Chain savings initiatives should be 
aligned and/or feed into each other to reflect the true savings impact on the bottom line? 
 Results 6.5.5.3
97% of the respondents agreed that the KPI’s of the Value Chain and Procurement savings 
processes should feed into each other and be aligned. Figure 68 illustrates the integration 
at this phase. 
 
Figure 68: Phase 5 Integration 
 Concluding summary 6.5.5.4
Both the Value Chain and Procurement develops the KPI’s which will be used to measure 
successful implementation of the sourcing strategy, as well as the performance of the 
operations efficiency improvement initiatives. This joint effort results in an integrated 
performance measuring system. Procurement also negotiates with the suppliers, arranges 
for all parties to sign the final contract, and reports savings and other benefits to the Value 
Chain (Bryde, 2005; Parmenter, 2001; Kuzeljevich, 2011). 
 Phase 6 integration 6.5.6
 Purpose of Question 15 6.5.6.1
The purpose of this question was to determine if the Value Chain and Procurement cost 
reduction processes need to be integrated during the implementation of new initiatives, thus 
confirming the need to integrate at this phase. 
 Question 15 6.5.6.2
Do you believe that Procurement will be able to re-negotiate existing contracts in order to 
support new Value Chain (operations) savings initiatives? 
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 Results 6.5.6.3
97% of respondents indicated that it is possible to renegotiate existing contracts with 
suppliers in order to realise the full potential of their savings initiatives in the Value Chain. 
 Figure 69 illustrates the integration at this phase. 
 
Figure 69: Phase 6 Integration 
 Concluding summary 6.5.6.4
During this phase the Value Chain implements all the approved cost reduction and 
efficiency improvement initiatives. Procurement, on the other hand, communicates all the 
signed contracts’ terms and conditions to the Value Chain and is responsible for managing 
the change process across the whole company. They also develop and manage the 
relationships with all the new and old suppliers. Both parties are thus busy with the 
implementation of their projects. During implementation the Value Chain initiatives, the 
specifications, volumes etc. might differ from the planned values. Procurement thus needs 
to notify the suppliers and change contract conditions. The relationship between the Value 
Chain, Procurement and the supplier is thus crucial for the successful implementation of 
cost reduction initiatives (Oni, 2008; West, 2001; Axtell, 2000; Holum, 2012;  Thi, 2010). 
 Phase 7 integration 6.5.7
 Purpose of Question 17 6.5.7.1
The main reason for this question was to test the opinion of the respondents on the 
integration of the final cost savings reported, thus confirming the need to integrate at this 
phase. 
 Question 17 6.5.7.2
 
What do you believe Procurement savings reported should be based on?  
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a. Actual volumes of the items purchased. 
b. Volumes effectively used in final products delivered to client (savings on volumes of 
all inefficiencies and waste items removed). 
c. Other. 
 Results 6.5.7.3
a. 41% of the respondents believed that they should be based on the final products 
sold. 
b. 49% of the respondents believed that the savings should be based on the actual 
item volumes purchased. 
Figure 70 illustrates the integration at this phase. 
 
 
Figure 70: Phase 7 Integration 
 
 Concluding summary 6.5.7.4
Both the Value Chain and Procurement track and report the performance against the set 
KPI’s during this phase. The Value Chain focusses on performance of the operational 
improvement initiatives, while Procurement focuses on supplier performance against the 
contract conditions and their agreed KPI’s. The Value Chain influences the volumes and 
product/service specifications, while Procurement influences the price of the items 
purchased. Procurement savings is thus influenced by the Value Chain requirements and 
the Value Chain budget is influenced by the sourcing strategies and negotiation capabilities 
to reduce the price. Furthermore, in order to report savings that are based on actual 
volumes sold, it is necessary for the Value Chain and Procurement be integrated at this 
phase (Snow, 2006; Maiga, 2003; Rau, 2004; Heidrich, 2010;  Kaczmarek, 2008). 
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 Phase 8 6.5.8
The last phase of these processes (Figure 71Figure 71: Phase 8 - Integrated Cost 
Reduction Reporting) is to generate an integrated performance and cost reduction report 
that shows the total impact of their joint effort against the company’s targets. This report 
typically goes to the executive team for their consideration and recommendations.  
 
Figure 71: Phase 8 - Integrated Cost Reduction Reporting 
 
 
 The Integrated Value Chain and Procurement cost reduction process 6.5.8.1
 Figure 72 below illustrates the integrated Value Chain and Procurement cost reduction 
process, the solution to sub-objective 3.  
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Figure 72: Integration of Value Chain and Procurement Cost Reduction Processes 
 
 Sub-objective four  6.5.9
The purpose is to investigate the need and specifications of a cost reduction tracking and 
reporting system. Specific questions in the survey were used to identify and confirm the 
need for a system to integrate the two cost reduction processes as well as the system 
requirements.  
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 The need for an Integrated Value Chain and Procurement cost reduction 6.5.10
system  
The purpose of the this question was to get the opinion of the respondents regarding the 
value adding potential of the suggested integrated cost reduction methodology and tracking 
and reporting system. 
 Question 20 6.5.10.1
 
Do you believe a software system that will be able to address the above areas of integration 
will enhance your savings capabilities in the future? 
 Results 6.5.10.2
84% of respondents believed that a fully integrated Value Chain and Procurement savings 
system can enhance the savings capability of their companies.  
 System requirements 6.5.11
The purpose of this question was to get the opinion of the respondents on additional 
functionalities they thought should be added to the tracking and reporting system.  
 Question 18 6.5.11.1
Name some systems requirements your company might implement to improve the savings 
process and savings success? 
 Results 6.5.11.2
The list below was a summary of the results that specifically address the functionality of the 
required system. The suggested additional system functionalities deemed important by the 
respondents were as follows: 
a. A cost savings system that integrates with SAP; 
b. A cost savings system with Total Cost of Ownership calculation capabilities;  
c. A cost savings system with Spend Analysis capabilities; 
d. A cost savings system with continuous improvement capabilities; and 
e. A cost savings system with a performance reporting dashboard. 
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 Conclusion summary 6.5.12
The results of the survey confirmed that there is a need for a system to integrate the cost 
reduction processes and to track and report the results of the integrated cost reduction 
process. The survey also confirmed that an integrated system will enable the company to 
implement the two cost reduction processes at the same time.  
The system specifications in this research refer to the functionality required in the system to 
support the implementation of the two cost reduction processes. Based on the findings of 
this research, it is clear that the system needs to provide for the phases of the integrated 
Value Chain and Procurement cost reduction process illustrated in Figure 72 above.  
Although the detail design of each phase in the system was not part of the scope of this 
research, it is clear the development of such a system needs to provide for functionalities 
to: 
a. import data (budgets, commodity spend); 
c. capture initiatives related information (supplier data, risks, savings, project plans); 
d. analyse TCO, KPI’s, ABC and calculate financial benefits;  
e. generate online reports to reflect performance; 
f. management and keep records of documents (contracts, savings calculations, 
approval documents); 
g. communicate performance by mail, mobile and print; 
h. approve initiatives and project plans; and 
i. measure and manage the suppliers and role players involved in the process.   
Above are only a few system functionalities identified during this research. It is evident that 
in order to design and develop a comprehensive world class system it will be necessary to 
conduct detailed research on the specifications of an integrated cost reduction system.      
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6.6 RECOMMENDATIONS FOR FURTHER STUDIES 
 System functionalities 6.6.1
As mentioned in the previous section, further research on the detailed design and 
functionalities within the software system is required for each phase in the cost reduction 
processes. The research should focus on the detailed process requirement such as, how 
and what data should be captured; what analytical capabilities are necessary; what reports 
are required by management; is it important to be able to import budgets, project plans, 
supplier lists, pricing schedules etc. This research should typically be done by an 
information technology developer who has experience in the field.  
 Collaboration between the Value Chain and Procurement 6.6.2
From the research it is also clear that there is a need to enhance the current collaboration 
levels between the Value Chain and Procurement.  Due to the fact that this research only 
focussed on the integration of the processes and not the impact on the company culture, 
management styles, current procedures, policies and collaboration of the Value Chain and 
Procurement, it is recommended that future research needs to focus on these 
shortcomings.  
Further research should include how to adapt the current company processes, structures, 
procedures and systems to enhance the collaboration between the Value Chain and 
Procurement, in order to gain maximum benefit from the implementation of an integrated 
cost reduction process. 
Research in these areas should clarify the changes necessary in the company to support 
the integrated process and to create a continuous improvement culture which will ensure 
value for the shareholders. The author is of the opinion that the implementation of an 
integrated Value Chain and Procurement cost reduction process can only be successful if 
high levels of collaboration between the two parties are present.   
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6.7 FINAL CONCLUSION 
The pressure to reduce cost and improve efficiency will always be there, and will even 
increase during economically difficult times. As the demand for solutions, methodologies, 
processes and systems to enable companies to overcome the ever increasing cost 
challenges will remain, companies need to make use of these modern enablers to keep 
them competitive. 
During this research some key reasons for the lack of success in companies’ current 
attempts to reduce costs were found to be the lack of an integrated cost reduction process, 
lack of knowledge, lack of skills and resources, and the lack of a software system to drive 
the cost reduction process and track and report performance.  
Based on these responses it is clear that an integrated Value Chain and Procurement cost 
reduction process alone is not going to solve the problems. The development of skills and 
knowledgeable resources to implement the integrated cost reduction process supported by 
a software system is crucial for the improvement of competitiveness of local companies.  
The author is confident that the integrated Value Chain and Procurement cost reduction 
process, supported by a software system with the above capabilities, will improve the cost 
reduction success of companies. It is, however, important to note that the application will 
vary between industries and that service-related industry might favour the Procurement cost 
reduction side of the integrated process, while the manufacturing industries might place a 
bigger emphasis on the operational side. In conclusion, irrespective of the industries, it is 
evident that this methodology will enhance the cost reduction results previously obtained 
from similar efforts.    
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ANNEXURE A: QUESTIONNAIRE DESIGN 
Dear  
 
You are being asked to participate in a Doctoral research study. We will provide you with the necessary information to 
assist you to understand the study and explain what would be expected of you (participant). These guidelines would 
include the risks, benefits, and your rights as a study subject. Please feel free to ask the researcher to clarify anything 
that is not clear to you.  
 
You have the right to query concerns regarding the study at any time. Immediately report any new problems during 
the study, to the researcher. Telephone numbers of the researcher are provided. Please feel free to call these 
numbers.  
 
Furthermore, it is important that you are aware of the fact that the ethical integrity of the study has been approved 
by the Research Ethics Committee (Human) of the university. The REC-H consists of a group of independent experts 
that has the responsibility to ensure that the rights and welfare of participants in research are protected and that 
studies are conducted in an ethical manner. Studies cannot be conducted without REC-H’s approval. Queries with 
regard to your rights as a research subject can be directed to the Research Ethics Committee (Human), Department of 
Research Capacity Development, PO Box 77000, Nelson Mandela Metropolitan University, Port Elizabeth, 6031. 
 
If no one could assist you, you may write to: The Chairperson of the Research, Technology and Innovation 
Committee, PO Box 77000, Nelson Mandela Metropolitan University, Port Elizabeth, 6031. 
 
Although your identity will at all times remain confidential, the results of the research study may be presented at 
scientific conferences or in specialist publications. You as the participant have the right to withdraw from this survey 
at any time. Please note that it is optional to provide a name. You are also allowed to use a pseudonym of choice.  
 
This informed consent statement has been prepared in compliance with current statutory guidelines. 
 
You are now invited to take participate in this survey, which should take less than 15 minutes to complete. 
 
We request that you provide the best possible response to each question.  
 
The feedback will be a report containing the results and conclusions on each question as well as an interpretation. 
Results will be shared by email with each company and individual that takes part in this survey. 
 
Regards 
 
Fred Welman 
0833030693 
First Name Last Name Email Company 
Lucille
 
Jansen van Vuuren
 
LJvanvuuren@volition.co.za
 
Volition
 
 
 
1.) Has your company implemented a formal cost savings process in the last 5 years? 
No 
 
Yes: Only in 
Procurement 
 
Yes: Only in Value 
Chain (Operations) 
 
Yes: Procurement and 
Value Chain (Total 
Company) 
Other 
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Please specify if other: 
 
 
 
2.) Do you believe that a Value Chain (whole company excluding procurement) cost savings process should be 
implemented at the same time as a Strategic Sourcing (procurement savings) process? 
No 
 
Yes 
 
   
If no, please elaborate: 
 
 
 
3.) Have you made use of a formal integrated (Value Chain and Procurement) cost savings software system which 
had all the functionality below? 
 
1) Set the budget 
2) Analyse cost of activities 
3) List and manage ideas 
4) Develop project plans 
5) Develop KPI's; and 
6) Track and report savings on each initiative? (Excel excluded). 
No 
 
Yes 
 
Other 
 
  
If yes/other, please elaborate: 
 
 
 
4.) Please select one or more reasons why you believe that companies do not implement both the Strategic 
Sourcing and Value Chain cost savings processes at the same time? You may choose more than one response. 
Lack of software 
systems to manage 
the processes 
 
Lack of skills and 
resources 
 
Process is too complex 
 
Lack of an formal 
implementation 
process 
 
Other 
 
Please specify if other: 
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5.) Do you believe that the following key steps are typical high level stages used by your company in the strategic 
sourcing process? 
 
1) Kick-off and assess requirements 
2) Profile internally and externally 
3) Develop strategy 
4) Screen suppliers and create selection criteria 
5) Conduct commercial events 
6) Shape and negotiate agreements 
7) Implement agreements 
 
You may choose more than one response. 
Agree 
 
80% Similar 
 
50% Similar 
 
Completely different 
 
 
Please elaborate: 
 
 
 
6.) Do you believe that Procurement will be able to re-negotiate existing contracts in order to support new Value 
Chain (Operations) savings initiatives? 
No 
 
Yes 
 
   
 
 
7.) Do you believe that Procurement savings reported should be based on? 
 
A) Actual volumes of items purchased. 
B) Volumes effectively used in final products delivered to client. 
(Savings on volumes of all inefficiency's and waste items removed). 
 
C) Other 
A 
 
B 
 
C 
 
  
Please specify if other: 
 
 
 
8.) If the following key steps are some of the high level stages used by companies in the Strategic Sourcing 
process? Which of the steps do you believe can be influenced by the Value Chain to improve the savings in the 
sourcing process?  
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A) Kick-off and assess requirements 
B) Profile internally and externally 
C) Develop strategy 
D) Screen suppliers and create selection criteria 
E) Shape and negotiate agreements 
 
You may choose more than one response. 
A 
 
B 
 
C 
 
D 
 
E 
 
Please name other Strategic Sourcing stages where applicable 
 
 
 
9.) Should any cost savings process (Value Chain and Procurement) start by setting a realistic base line budget or 
commodity spend base, against which future cost savings progress can be tracked and measured? 
No 
 
Yes 
 
Other 
 
  
Please specify if no/other: 
 
 
 
10.) Activity Based Costing (ABC costing) is a technique used by Finance to break down the costs of each activity 
taking place within the company. The cost per activity is broken down into categories such as labour cost, material 
cost, services cost, machine cost and overhead cost per activity. 
 
Do you believe that Procurement can use this cost breakdown per activity to create savings opportunities for the 
Value Chain? 
No 
 
Yes 
 
Other 
 
  
Please elaborate: 
 
 
 
11.) Below is a list of savings initiatives used by the Value Chain. Please indicate which of these initiatives can 
Procurement Influence to help create savings. You may choose more than one response. 
Improve throughput 
 
Change product 
specs/design 
Improve product 
quality 
Reduce inventory 
 
Standardise 
(product/services) 
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12.) Below is a list of savings initiatives which the Value Chain uses. Indicate on which of these initiatives 
procurement can help to create savings. You may choose more than one response. 
Product substitution 
 
Reduce transport costs 
 
Reduce overheads 
 
Reduce scrap 
 
Change work 
methods/processes 
 
 
 
13.) Should Procurement be invited to Value Chain workshops/brainstorming sessions to discuss and create 
savings ideas? 
No 
 
Most of time 
 
Always 
 
  
Please elaborate: 
 
 
 
14.) Do you believe that the Value Chain and Procurement should discuss production schedules, product 
specifications, product quality, supply conditions, shipping and packaging etc. with the suppliers in order to lower 
the cost of the supplier to the cost benefit of both companies (i.e. sharing the efficiency improvement benefit)? 
No 
 
Yes 
 
Sometimes 
 
  
Please elaborate: 
 
 
 
15.) Do you believe that it is important to incorporate the procurement savings implementation plans of key 
commodities into the savings implementation plans of the Value Chain, if those commodities affect the outcome of 
the Value Chain savings initiative? 
No 
 
Yes 
 
Other 
 
  
Please elaborate: 
 
 
 
16.) Do you believe that the KPI’s of Procurement and Value Chain savings initiatives should be aligned and/or 
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feed into each other to reflect the true savings impact on the bottom-line? 
No 
 
Yes 
 
   
Please elaborate: 
 
 
 
17.) When the company reports savings to management, how is the savings calculated and reported? 
 
A) The company reports only savings and not budget increase. 
B) The company deducts budget increases from savings. 
A 
 
B 
 
Other 
 
  
Please specify if other: 
 
 
 
18.) Name some systems requirements your company might have to improve the savings process and savings 
success? 
Please elaborate 
 
 
 
19.) List some of the areas where you believe opportunities exist for the Value Chain and Procurement to integrate 
the cost savings process not discussed in the questionnaire? 
Please elaborate: 
 
 
 
20.) Do you believe a software system that will be able to address the above areas of integration, will enhance your 
savings capabilities in the future? 
No 
 
Yes 
 
Other 
 
  
Specify 
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Additional Comments 
 
Modify Response
 
 
 
 
